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SOME LEGAL PHASES OF NATIONAL INSURANCE SUPERVISION. 





Companies Should Be Able to Cross State Lines as a Right, Not as a Privilege. 


JAMEs M. BECK BEFORE THE BosTOoN LIFE UNDERWRITERS’ ASSOCIATION. 


The problem is not solely, or even 
principally, a practical one. With few 
exceptions, the men most conspic- 
uously identified with this beneficent 
form of commercial enterprise are 
agreed that the growth of insurance is 
restricted, its burdens increased and 
its freedom impaired by its absolute 
subjection under existing conditions 
to the arbitrary, and at times tyran- 
nical will of fifty different insurance 
departments. The evil is recognized, 
and the real question is to what extent, 
if any, can the Federal government 
substitute its regulation for that of 
the several states. 

Primarily and chiefly the question is 
one of constitutional power. We live 
under a dual form of goverment, 
created by a constitution which, with 
words of marvelous simplicity and 
wisdom, seeks to mark the boundaries 
between the respective sovereignties. 
The letter of the constitution is the 
same yesterday, today and forever, 
but its spirit and meaning in the 
minds of successive generations of 
men necessarily change. The exact 
boundaries of Federal power, there- 
fore, are, in a certain sense, never at 
rest. The constitution, as we know it 
today, inevitably conveys an ampler 
meaning than that which it conveyed 
to those who framed it, and has un- 
dergone and is necessarily undergoing 
from generation to generation a con- 
stant evolution. If, therefore, in the 
rapid and profound changes of social 
and economic life, which the nine- 
teenth century witnessed, we find our- 


selves facing conditions and problems 
unknown and undreamed of by the 
fathers, let it not be said that we are 
doing violence to their spirit if we ap- 
ply, as apply we must, their sublime 
principles of government to such new 
conditions. 

No clause of the constitution has 
had such a continuous evolution as 
the commerce clause of the constitu- 
tion. The question at once suggests 
itself that if the mere transmission of 
a telegraph message from state to 
state is interstate commerce, why the 
vast system of inter-communication 
between citizens of the various states, 
to which any one great insurance 
company givesrise, should not equally 
be such commercial intercourse. 

The supreme court does not pretend 
to be infallible. It has at times com- 
mitted great errors of judgment, and 
does not hesitate to freely acknowl- 
edge them in subsequent cases. It is a 
mistake to assume that because the 
supreme court in one generation lays 
down a given principle that it is as 
immutable as the laws of the Medes 
and the Persians. If, therefore, the 
court, having due regard to the enor- 
mous growth of insurance, and the 
fact that it unquestionably is a most 
important part of the commercial in- 
tercourse of the American people, 
shall see fit hereafter to modify or 
abrogate the doctrine of the Paul vs. 
Virginia, such action will not be with- 
out precedent. 

If the court should sustain a Federal 
insurance law, it does not follow that 
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all state supervision would be neces- 
sarily superseded. A state, for ex- 
ample, would still retain control of 
corporations which it had formed, and 
all the transactions of insurance which 
were effected wholly within the state. 
Similarly, its power to tax the prop- 
erty of foreign insurance companies 
having a situs within the state and 
incorporated with the mass of its prop- 
erty in the taxing state is likewise 
clear. Similarly reasonable police 
regulations, designed to protect the 
citizens of a state from fraudulent 
companies, and not directly restrain- 
ing legitimate insurance, could like- 
wise be made. If the Federal power 
were established it would simply re- 
lieve the insurance companies from 
such taxes or other regulations as 
directly obstructed and impeded 
legitimate interstate transactions in 
insurance. The _ great advantage 
gained would be that to engage in this 
form of interstate commerce, would 
no longer be-a privilege but a right, 
and the day of destructive and dis- 
criminating restrictions on the part of 
the state would be ended. 

As to the ultimate triumph of Fed- 
eral supervision I am neither an 
optimist nor a pessimist. The supreme 
court may never abandon its doctrine 
that insurance is not commerce. If so, 
nothing remains but a constitutional 
amendment, unless insurance compa- 
nies can be made component parts of 
the Federal fiscal system. Icannot join 
with those who believe in the cer- 
tainty of Federal supervision, nor 
with those who feel that we are ina 
blind alley of hopeless Federal im- 
potence as to a matter clearly national 
in its scope. As I have said, consti- 
tutional development in this country 
has been an evolution, and following 
the Darwinian analogy the evolution 
proceeds by slow adaptation of the liv- 
ing organisim to an ever-changing 
environment. Similarly, our consti- 
tutional system, both national and 
state, moves sometimes as slowly as a 
glacier and at other times it goes for- 


ward with the rapidity of an aval- 
anche. 

This much is clear that what the 
economic necessities of the country 
imperatively require in the matter of 
our governmental system they will 
utimately receive. 

Should Congress see fit to enact a 
Federal law for the supervision of in- 
surance, both the executive and the 
legislative branches of the govern- 
ment will have formally recognized 
that the business that you represent 
does form a large and important part 
of interstate commerce, and the su- 
preme court cannot fail to give re- 
spectful and careful consideration to 
this recognition of two co-ordinate 
branches of the government as to 
the commercial character of this 
beneficent instrumentality of civiliza- 
tion. 


INSURANCE IN NEW ZEALAND. 


The competition between the state fire insur- 
ance department of the New Zealand govern- 
ment and the fire insurance companies doing 
business in that country, referred to in a recent 
number, has reached an acute stage. 

When the state department was organized 
arrangements were made with underwriters at 
London Lloyds to accept its reinsurances pro- 
vided the rates were not less than 10 per cent. 
below the rates established by the tariff compa- 
nies. It is now learned that the state depart- 
ment has been accepting city risks since Jan. 
1 at 10 per cent. below the tariff, while country 
risks have been written at 20 per cent. below 
tariff, and it is now proposed to cut these rates 
334 per cent. 

Under these circumstances it will probably 
become impossible for the state department to 
reinsure its excess Ilnes with London Lloyds 
underwriters, as the tariff companies not only 
refuse to act as coinsurers with Lloyds under- 
writers, but also to take lines on risks written 
by the state fire insurance department. Private 
companies also propose to enter into competi- 
tion with the state department, and as this de- 
partment has no funds except such as are re- 
ceived from current premiums, any excess 
losses must necessarily be made good by the 
state. 

The outcome of the competition between gov- 
ernment and private insurance in New Zealand 
will be awaited with interest by American as 
well as English underwriters.—Written for the 
Journal of Insurance Economics by Browning 
Dick. 








journal of Insurance Economics. 


133 








COMPANIES FORCED TO LEAVE ARKANSAS ONCE MORE. 


Repetition of Events Occurring Six Years Ago—Arkansas Farmers and Insurance Companies 


Hopelessly at Odds. 





History repeats itself. In 1899 the 
insurance companies and Attorney- 
General ‘Jeff’? Davis of Arkansas 
fought out the same issue now being 
contested in that state, with precisely 
the same results and the same sequence 
of events, except that ‘‘Jeff’’ Davis is 
now governor instead of attorney- 
general. In the first number of the 
Journal of Insurance Economics, pub- 
lished in May, 1899, there isa complete 
account of the contest which occurred 
in that year, and with slight modifica- 
tions as to dates and names this ac- 
count would fit accurately the Arkan- 
sas situation as it has unfolded itself 
during 1904 and 1905. 

For eight years ‘‘Jeff’’ Davis, backed 
by the farmers of Arkansas, repre- 
senting by far the greatest proportion 
of voting strength, have waged battle 
against the so-called ‘‘insurance 
trust.”’ In 1897 Davis began his 
career as a ‘‘trust buster.’’ As such 
he has gained a constantly increasing 
fame, resulting in his final election as 
governor in 1904 with, however, a 
Democratic majority reduced by some 
20,000 votes. 

As stated, the first open fight with 
the companies occurred in 1899 when 
an anti-trust law was passed, under 
the provisions of - which Attorney- 
General Davis construed the compa- 
nies to be in violation of the law if 
they were engaged in rate agreements 
anywhere outside of the state, even if 
those agreements had no direct rela- 
tion to Arkansas. This interpretation 
of the law, which threatened prosecu- 
tions entailing heavy penalties for 
each day of violation, led to a general 
withdrawal of all companies, since 
neither the attorney-general nor the 
legislature, in response to appeals 
from Arkansas business interests, 
would modify their attitude in any 
respect. 


One company, the Lancashire, re- 
mained in the state and was sued by 
the attorney-general for violation of 
the statutes. The case was prosecuted 
on behalf of all the companies and 
carried to the supreme court, which 
held that notwithstanding the seeming 
language of the statute it could not be 
interpreted to apply to combinations 
made out of the state with reference 
to business outside of the state; that 
is to say, the law did not expressly 
attempt to confer ‘‘extra territorial’’ 
jurisdiction. 

Following this decision the compa- 
nies returned to the state, but “‘Jeff’’ 
Davis did not subside, waiting his op- 
portunity which came in 1904 when 
he secured the Democratic nomination 
for governor. His campaign was con- 
ducted largely upon a promise on his 
part that if elected he would secure 
from the legislature the enactment of 
a law curing the defects of the pre- 
vious statute, namely, a law which 
would expressly include ‘‘extra terri- 
torial’’ jurisdiction and enable the 
attorney-general to prosecute the com- 
panies for belonging to rating associa- 
tions anywhere in the world. 

Upon the election of Gov. Davis he 
demanded of the legislature the pas- 
sage of such a law, with which request 
the legislature humbly and quiescently 
complied. The circumstances under 
which the passage of this law was se- 
cured were dramatic in the extreme, 
showing the remarkable power exer- 
cised by one man over the minds and 
votes of the members of the legisla- 
ture. 

By its terms the law became effec- 
tive March 23, upon which date, as on 
the previous occasion, the bulk of the 
companies within the state withdrew, 
not caring to give up their rating or- 
ganizations elsewhere for the privilege 
of doing business in Arkansas, and 
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preferring not to remain and subject 
themselves to a possible fine, notwith- 
standing the fact that eminent law- 
yers declared the new law to be un- 
constitutional in many of its features. 

Before this action was taken the 
business interests of the state, as in 
1899, appealed to the legislature for a 
modification of this law which would 
permit the companies to continue 
their business. But in spite of this 
appeal—and the occurrence in the 
meantime of asweeping conflagration 
at Hot Springs demonstrating the value 
and necessity of insurance protection 
—neither the legislature nor the gov- 
ernor would recede in any respect 
from the position assumed. 

An amendment to the law allowing 
companies to continue business if 
they were members of rating associa- 
tions outside the state was introduced 
by a representative from Hot Springs, 
but he obtained a very small vote for 
his proposition, members of the legis- 
lature acting on behalf of Gov. Davis 
pointing out that his majority in Hot 
Springs at the election had been 2,000 
votes and that the people of that town 
expected him to carry on his fight 
against the “‘trusts.’’ 

The National Board of Fire Under- 
writers, under whose advice most of 
the companies withdrew from Arkan- 
sas, has agreed to stand the expense 
of defence of any company which will 
remain in the state a sufficient length 
of time to bring a test case before the 
Arkansas supreme court. It is con- 
tended by eminent lawyers that the 
law as it stands is not only invalid 
under the constitution of Arkansas, 
but of the United States as well, and 
it is hoped that the court will so de- 
clare when the question of validity is 
brought before it. 

Upon the ethical and economic side 
of the case it is well to frankly recog- 
nize the situation. While it is true 


that the fire insurance companies 
which are members of rating organ- 
izations outside the state may not 
through those organizations have any- 
thing to do directly with Arkransas 


rates, yet it is unquestionably a fact 
that the association of these compa- 
nies in these outside organizations 
does make it easier for them to main- 
tain a state of non-competition in 
Arkansas. Therefore Jeff Davis and 
the farmer-backed legislature of Ar- 
kansas, however blindly and igno- 
rantly they may be working in this 
situation, do know intuitively, as we 
all know, that rates in Arkansus are 
maintained in spite of prohibitory 
laws. According to his view, by 
reaching beyond the confines of the 
state, this situation can be broken up 
and competition in Arkansas on fire 
insurance rates compelled. 

In Arkansas, as it appears, business 
interests as a whole sympathize with 
the companies and are opposed to Gov. 
Davis’ program. Yet, while the bulk 
of premiums and the most profitable 
business to insurance companies comes 
from these interests, the voting popu- 
lation of the state is composed most 
largely of farmers. The ratio of farm- 
ers in Arkansas to those employed in 
other industries is about as five to one. 
The antagonism between the farmers 
of Arkansas and insurance interests 
is apparently one of long standing. It 
is due no doubt as much to bad prac- 
tices on the part of fire insurance com- 
panies as it is to prejudice and igno- 
rance on the side of the farmers. 

There is, moreover, the general anti- 
corporation spirit prevailing in the 
West which is operating in this case, 
the mistaken idea that a non-competi- 
tive economic tendency can be checked 
by state legislation. The ‘‘trust’’ 
(price agreement) whether of fire in- 
surance or of any other kind, is with 
us to stay. The day of competition is 
passing and it is only a question of 
time when this economic truth will be 
recognized by all people. Indeed we 
think it not improbable that the 
farmers of Arkansas are themselves, 
consciously or unconsciously, travel- 
ing ‘‘trustward”’ and that if the truth 
were known it would be found that 
they too are acting in co-operation 
along lines which tend to prevent or 
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restrict competition. It is not im- 
possible that their demand for restric- 
tive legislation will react upon them- 
selves more forcibly than against any 
other interest. Time alone will show 
whether or not this is so. 

The main point to consider is that 
the fight in Arkansas against insur- 
ance companies and other ‘‘combina- 
tions in restraint of trade,’’ is based 
upon a political conviction that the 
only way to compel competition on 
prices in Arkansas is to prevent com- 
binations outside the state. Jeff Davis 
and his legislature, in driving the fire 
insurance companies out, have accom- 
plished probably what they desired. 
We do not believe the companies can 
resume business unless the law is de- 
clared unconstitutional by the courts, 
for so long as Gov. Davis is main- 
tained in his position by the people 
who control the majority of votes in 
Arkansas, the law as it stands will be 
maintained and enforced. Moreover, 
it is the evident purpose not to permit 
the insurance companies which have 
withdrawn to do business in the state 
by means of reinsurance. 

It looks to this journal as though 
the issue in Arkansas was clear cut 
and well defined. The people of the 
state, acting through the governor 
and the legislature, have declared that 
they do not want the fire insurance 
companies to do business therein by 
their present methods. The compa- 


nies, on the other hand, have declared 
by their action that they will not con- 
tinue business in Arkansas unless they 
can pursue present methods. Unless 
the situation is relieved by a court 
decision Arkansas will, therefore, like 
New Hampshire in 1885, be compelled 
to resort to self-insurance, unless 
some legal genius arises who can de- 
vise a plan by which the companies 
can do business in the state under 
present methods without conflicting 
with the law. 

We do not believe that any act of 
any legislature or any edict of any 
description can compel competition 
where competition has been found to 
be the ‘‘death of trade,’’ as it has in 
fire insurance. The elimination of 
competition is an economic develop- 
ment proceeding along the line of 
progress. It is defective and incom- 
plete in its present stage and to its 
“‘defects’’ is due much of the antag- 
onism existing in Arkansas and other 
states. But the principle of co-opera- 
tion is established and will grow not 
only in fire insurance but in all lines 
of business. 

If the people of Arkansas can find 
a cheaper and better method of doing 
insurance, then the attitude of their 
governor and their legislature will be 
justified ; if not, they will be compelled 
to retreat from their position and wel- 
come to their borders the companies 
which they have now excluded. 








NEW HAVEN’S ATTEMPTED REFORM OF MULTIPLE AGENCY EVIL. 








After many years of suffering under 
multiple agency evil the leading in- 
surance agents of New Haven, Conn., 
have succeeded in taking the first step 
towards a practical reform, the results 
of which, however, will probably not 
be felt for some time, possibly not for 
many years. The history of the situa- 
tion is thus described for the Journal 
of Insurance Economics by one familiar 
with it: 

When our board was reorganized, some years 
ayo, our rules provided for the appointment of 
brokers under a commission agreement of ten 
per cent.,and also provided that members might 
allow a ten per cent. commission to each other 


for exchange business. The rules providing for 
election of new members were supposed to be 
sufficiently clear and explicit to permit only 
legitimate agents becoming members. It was 
not long’ before certain agents conceived the plan 
to have certain brokers and others (some of 
whom could not by our rules be elected brokers), 
made members of our association by securing 
appointments for them as sub-agents. These 
were voted into our association promptly. 

The purpose of this move wasto secure the 
business of these brokers at a higher rate of 
commission than the rules permitted to be paid 
to brokers, and further permitted persons not 
eligible as brokers, such as manufacturers, mer- 
chants, etc., to secure commissions on their 
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business. The rate of commission paid by the 
principal agent to these sub-agents is admitted 
to be from fifteen per cent. to twenty-five per 
cent. (most of them receive twenty per cent.) 

These appointments have increased to such an 
extent that there are now besides the regular 
direct reporting agents over forty of these sub- 
agents, some of whom represent several compa- 
nies, making one hundred and five sub-agents’ 
commissions issued by thirty different compa- 
nies. Three of the principal agents in this 
city control and are responsible for eighty-one 
of these commissions, besides these are twenty. 
six regular brokers who are supposed to be 
placing business on a ten per cent. basis. 

The recent appointment as sub-agent of a 
relative of one of the largest insurers in the 
city at last alarmed the agents, and the board 
was asked to appoint a committee to investigate 
and report some recommendation which would 
improve the situation. The majority report of 
that committee was substantially as follows: 

First—To amend rules so that hereafter no 
application for membership in the board would 
be considered unless the applicant was the sole 
agent of at least one fire insurance company. 

Second—That no member of the board should 
hereafter accept the agency of any company 
having another agent in the city of New Haven. 

By this action it will be seen that any future 
appointments of sub-agents could not be recog- 
nized by the board, but all present relations would 
remain undisturbed. These and other minor 
changes in our rules, recommended by that com- 
mittee, were adopted by the board, and are now 
awaiting the approval of the New England In- 
surance Exchange. 

The main point of contention was who paid 
the commission to the sub-agent. If paid by 
the company, it is claimed that our board has 
no jurisdiction. If paid by the principal agent, 
the principal agent violates our rule by paying 
another member a commission over ten per cent. 

The minority report made by a member of 
that committee recommended that a uniform 
rate of commission be agreed upon, so that 
while the rule to be adopted was working out a 
cure through the gradual process of elimination, 
all agencies should be on the same basis regard- 
ing the business controlled by these sub-agents. 
This recommendation was not adopted. 

It must be conceded that a great advantage 
is given toa certain class of companies by this 
change, allowing their agents to pay a higher 
rate of commission for brokerage business than 
the agents of other companies, and preventing 
the latter, if they choose, from making similiar 
appointments in the future. 

On the other hand the amendments will make 
it possible, if the agents are disposed to do so, 
to reduce the present number of company rep- 
resentatives to a marked degree. While this 


action is a step in the right direction towards a 
sole agency practice, I feel that the present gen- 
eration may fail to realize much benefit by the 
change in our rules. 





CONSTRUCTION VALUE. 











St. John, N. B., Feb. 14, 1905. 
Editor of Insurance Economics: 

We have recently had in this city an illustra- 
tion of the advantages of fireproof construction, 
the point being shown by a comparison of two 
fires occurring under different conditions. 

In December last the J. & H. McMillan build- 
ing was destroyed, causing an insurance loss of 
$35,000. The building was brick, ordinary 
joisted construction, gravel roof, with solid brick 
walls on the side and ‘‘ unprotected window 
openings” inthe rear. The building was occu- 
pied as a printing office and stationery store. 
There was an elevator shaft, a light well, a dumb 
waiter shaft and open stairs. 

The fire is supposed to have been caused by a 
fuse from an “open link fuse block” blowing 
off and falling on some paper. The flames spread 
all over the building through the vertical open- 
ings in about thirty minutes, giving the flames 
such a start that the department could do practl- 
cally nothing after arrival except to confine the 
fire to one building. 

The proprietor left the store at 6:20 p.m. The 
blaze was discovered fifteen minutes later. 
The entire contents were consumed and adjacent 
buildings seriously threatened by the unprotected 
windows. The brick fire walls on either side 
served as a fire stop and assisted the fire depart- 
ment in confining the blaze to the building. 

This fire shows what unprotected floor open- 
ings willdo. Shortly before another fire occurred 
in a more modern building of brick, having 
streets on three sides, with heavy fire walls 
separating it from the next building. The ele- 
vator shaft and stairways, the only vertical open- 
ings in the building, were inclosed in a brick 
shaft having standard fire doors at each opening. 
The electric wiring was entirely modern, the 
floors being of 3 in. x 1 in. planks set on end and 
forced tightly together with 1 in. birch flooring 
laid diagonally across, making 4 inches of solid 
wood supported on heavy wooden beams. The 
roof was gravel. The building is heated by hot 
water. 

The fire occurred from a cigar butt thrown 
into a wooden sawdust spittoon which smould- 
ered from six in the evening until seven the 
following morning, having burned a small hole 
in the floor and caused about $10 damage. The 
wooden spittoons have been replaced by iron 
filled with sand. 

The ‘fire cost” of these two buildings thus 
illustrated in practical experience is carried out 
in the actual ratings which are as follows: 

MeMillan Building, 123% 


Stock, 165% 
Modern Building, 67% 
Contents, 1.038% 


This is one of many illustrations of the relative 
value of construction value to property-owners. 
Frank R. Fairweather. 
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SUCCESSFUL OPERATION OF CO-OPERATIVE ADJUSTMENTS. 


Work of the Western Adjustment Bureau—Cost of Adjustment Steadily Decreased. 


Notwithstanding the setback which 
co-operative adjustments have re- 
cently received in Philadelphia, where 
a natural self-interest on the part of 
some of the local companies and 
agents has temporarily prevented the 
broader application of this desirable 
principle—public opinion in fire insur- 
ance in favor of the idea steadily 
grows, particularly as experience 
shows the value of this method of 
handling losses. 

The committee on losses and adjust- 
ments of the New York Board of Fire 
Underwriters has just made a report 
covering its experience since organ- 
ization two years and eight months 
ago. The committee expresses great 
satisfaction with the results and points 
particularly to the fact that during 
1904 the work of the bureau on one 
loss undoubtedly saved the companies 
the entire cost of administration for 
two years. The statistics show that 
during 1904 the percentage of cost to 
adjusted losses was 1.99 as against 2.25 
in 1903. 

The New York bureau is a purely 
co-operative affair. That is to say, it 
is conducted on behalf of the New 
York board for all the companies rep- 
resented therein, the general expense 
of maintenance being assessed upon 
the board, while the specific costs of 
each adjustment are met by the par- 
ticular companies interested. In the 
West, however, there has been in 
operation a scheme of united adjust- 
ments which, though inaugurated and 
conducted as a private enterprise, 
really contains the essential features 
of co-operation so_far as company in- 
terests are concerned. 

The Western Adjustment and In- 
spection Bureau was incorporated in 
Illinois in 1885 by the following well- 
known underwriters: R. J. Smith, A. 
J. Harding, Abram Williams, W. H. 
Cunningham, Fred 8. James, H. C. 
Eddy. The capital stock was $5,000 


divided into shares of $100 each. This 
stock was originally divided among 
thirteen shareholders, all fire insur- 
ance men. Subsequently the capital 
was increased to $10,000 and today 
there are sixty-eight shareholders, all 
insurance men directly interested in 
the adjustment company as a co-op- 
erative organization. The number of 
shares allotted to one shareholder are 
three. The dividends paid are not ex- 
cessive and no inducement is offered to 
speculate in the stock of the company. 

By the terms of the charter the 
company is authorized not only to 
adjust losses but to make surveys and 
inspections as well as to publish maps, 
surveys and diagrams. It has, how- 
ever, confined itself entirely to adjust- 
ment work. During the first year of 
operation 331 losses were adjusted. 
Gradually this buisness has increased 
until in 1904 the number of adjust- 
ments reached 11,418, the insurance 
represented in these losses being $192, - 
000,000. As the work of the adjust- 
ment company has increased it has 
been extended to other cities and 
branch offices are now maintained in 
St. Louis, Cincinnati, Cleveland, De- 
troit, Milwaukee, St. Paul and Min- 
neapolis, where resident adjusters are 
maintained ready to take up any work 
which may be assigned them. 

With the increase in the amount of 

work the cost of adjustment has 
steadily decreased, showing the value 
of co-operation on a large scale. The 
following figures taken from the re- 
ports of the company, showing the 
cost of adjustment per $1,000 of insur- 
ance represented, will illustrate the 
tendency: 
Four years ending Dec. 
Four years ending Dec. 
Four years ending Dec. 31, 1896........ 
Four years ending Dec. 31, 1900........ 
Four years ending Dec. 31, 1904...... 


$1, 1888... cececce 
31, 1892... 


7.57 
5.04 
3.15 
2.65 
1.61 

These ratios include all charges for 
services, traveling, appraisals, etc. It 
is pointed out by the management of 








138 





Journal of Insurance Economics. 








the company, however, that inasmuch 
as these figures include a large num- 
ber of losses in which but a single 
policy was involved and where the co- 
operative principle did not apply, the 
average cost is necessarily affected 
unfavorably. 

At the main office of the company 
in Chicago ample vault space is main- 
tained for the storage and safe keep- 
ing of data of all losses adjusted. The 
work of the bureau is practically con- 
ducted on the co-operative principle; 
that is to say, it does not work pri- 
marily for the interests of the stock- 
holders, although the stock has proved 
valuable to those fortunate enough to 
possess it. All charges levied upon 
those placing their adjustments in the 
hands of the company are based upon 
actual expenses, except for service, 
and out of these service charges the 
profits of the company are made. 

The stock pays its holders a fair 
dividend, and besides, a surplus has 
been accumulated which, in addition 
to the original capital, comprises a 
sufficient working fund for present 
needs. The present officers of the 
company are all well-known western 
insurance managers, including I. 8. 
Blackwelder, as president, J. S. Gads- 
den, secretary, A. J. Harding, Warren 
F. Goodwin, 8S. A. Rothermel, J. W. 
G. Cofran, H. C. Eddy and T. W. Let- 
ton as directors. 

The figures presented do not offer 
any means of comparison between the 
work of this western company and the 
New York adjustment committee. In 
fact, while the net result in both cases 
is co-operation, the method is so differ- 
ent as to preclude comparison, al- 
though in all probability in the New 
York proposition, with its work con- 
centrated in a single city and adjust- 
ing very much the larger percentage 
of losses where several policies are in- 
volved for members of the board—the 
actual cost based on ratios is less. We 
believe that the New York method is 
the proper one to follow, but it is in- 
teresting to note that in the West, 
where the spirit of progress rather 


than of conservatism prevails, private 
enterprise in fire insurance has for 
twenty years been illustrating the 
practical value of co-operative adjust- 
ments. 

Efforts are now being made in the 
West, it is reported, to form another 
loss adjustment company on lines 
similar to the one described in this 
article. One reported ground of objec- 
tion to the present bureau is that 
it is ‘‘too liberal in settlements’’ and 
that while the per diem cost of settle- 
ments may be less the net result to 
the companies is greater. The fact 
that another co-operative plan is pro- 
posed is at least a testimony to the 
success of the proposition. 

Different policies pursued by differ- 
ent companies in the settlement of 
losses and differences of opinion as to 


how those losses should ke settled 
would naturally prevent a universal 
agreement as to plans of co-operation, 
a point well illustrated in the defeat 
of the proposition in Philadelphia. No 
doubt all would be willing to co-oper- 
ate if they could have the plans of 
operation worked out according to 
their interests and views. 





PROGRESS OF SOLE AGENCY REFORM. 


The sole agency reform, which an increased 
number of agents and companies now advocate, - 
is slowly working out in different localities on 
the lines of evolution; that is to say, no attempt 
is being made to seriously interfere with ap- 
pointments which have been already made on 
the dual or multiple agency plan. The reform 
is directed towards preventing further appoint- 
ments of this description. In this way it is 
hoped not only to stop the spread of dual and 
multiple agencies, but to gradually reduce those 
now existing until finally there shall be a proper 
limitation of agency representation. 

That the single agency system as an under- 
writing proposition is steadily gaining in favor 
is evidenced by the increasing sole ageney ap- 
pointments announced by the companies in vari- 
ous sections of the country. While in particu- 
lar localities the reform may not seem to pro- 
gress with great rapidity, yet when the results 
the country over are examined, it is seen at 
once that a steady gain towards effective limita- 
tion is being made. Companies operating on 
the sole agency basis find themselves more popu- 
lar in the agency field, are able to command 
more loyal and devoted representation, and 
more important than all else, find that the sole 
agency is productive of greater underwriting 
profit. 
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CAN CITIES AND TOWNS SAFELY INSURE PRIVATE PROPERTY. 


There is renewed agitation upon the 
subject of insuring private property 
through a government insurance fund, 
but as yet no actual experiment of 
this nature has taken place in America. 
In New Zealand, as related else- 
where, such an experiment is now in 
process with as yet undetermined re- 
sults. 

The question has been the subject of 
agitation and debate in Amercia for 
at least a decade. In Toronto, Canada, 
some ten years ago a special commit- 
tee was appointed to investigate the 
insurance question. As a result it 
reached the conclusion that the exist- 
ing rates were ‘‘fully 50 per cent. too 
high’’ and recommended application 
to the legislature to form ‘‘municipal 
bureau of insurance’’ to be managed 
by a commission. 

It was proposed give this bureau the 
right to assess all buildings for insur- 
ance purposes and to effect insurance 
on merchandise, stock, machinery, 
furniture, etc., and to have charge 
also of the fire brigade. It was pro- 
posed to provide a fund of $1,000,000 
as a reserve to meet extraordinary 
losses. 

The report was never adopted by 
the city council of Toronto, the cause, 
so far as we can uscertain, being sev- 
eral serious fires in the city at about 
that time. Last year’s conflagration, 
causing a loss of $7,750,000, has no 
doubt effectually discouraged, for a 
time at least, projects for municipal 
insurance. 

Two years ago a bill was introduced 
in the Masachusetts legislature pro- 
posing to authorize municipalities to 
establish an insurance fund for the in- 
surance of private property. The plan 
was to charge regular tariff rates for 
five years and at the end of that period 
to re-adjust the charges on the basis 
of the experince met with. The bill 
did not pass. 

The argument against the insurance 
of private property by cities and towns 


is, as it seems to us, a very simple one. 
Insurance is average, and average 
cannot be obtained in any single city 
or town in the United States. ‘These 
cities and towns may run ulong for 
twenty-five years with favorable losses 
and then suffer conflagrations which 
wipe out the whole experience. Cities 
and towns which have had long years 
of favorable record are prone to ad- 
vocate municipal insurance, but little 
if anything is heard about these prop- 
ositions at the time of a conflagration. 
It is hardly conceivable that municipal 
insurance would at the present time 
be entertained by the citizens of Balti- 
more, Waterbury, Rochester, or any 
other city in which conflagrations of 
considerable proportions have oc- 
curred. 

No one can foretell when a confia- 
gration will occur any more than when 
a fire in an individual risk will occur. 
The conflagration is always imminent. 
Insurance men no doubt can point out 
conditions in any city or town which 
invite conflagrations and where a fire 
of any considerable proportions would 
paralyze local business interests, if the 
city or town had to pay its own loss 
and did not have the help of premium 
contributions from other cities. 

The main difficulty in the way of 
municipal insurance is the conflagra- 
tion hazard against which no city or 
town can properly insure itself. Were 
it undertaken, the credit of the busi- 
ness men in those cities and towns 
would suffer, and as a matter of fact, 
unless this insurance were compulsory 
(and in America we have not hereto- 
fore compelled) level-headed property- 
owners would not avail themselves of 
municipal insurance because they well 
realize that only by combining the 
premiums of all cities and towns can 
the conflagration hazard of each be 
properly insured. 

Figures showing favorable experi- 
ence in many, perhaps most, of the 
cities and towns of the United States 
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can be prepared, but no one can pre- 
dict when the conflagration will occur 
which will wipe out all this experience, 


nor can any advocate of municipal in- 
surance promise the people that no 
such conflagration will occur. 








FIRE INSURANCE EXPERIENCE ON THE PACIFIC COAST. 








For many years almost without in- 
terruption the Pacific Coast states 
have yielded their golden flood of 
profit to the fire insurance companies. 
In 1904 the aggregate amount of pre- 
miums written in these states was 
$19,462,000. The losses paid were $7,- 
695,000, a ratio of 39 per cent. Of this 
premium income $11,085,000 was writ- 
ten by American companies, the bal- 
ance, $8,381,000 by foreign companies. 
Outside of the Fireman’s Fund of San 
Francisco which wrote premiums of 
$1,237,000, and its running mate, the 
Home Fire & Marine, which wrote 
$475,000 in the Coast states, the lead- 
ing company is the Home of New 
York with a premium income of $714,- 
000. The Hartford Fire wrote $580,- 
000, and its consort the New York 
Underwriters, $310,000. Among other 
big writers are the following: Royal, 
$604,000, Aitna, $465,000, Continental, 
$426,000, Liverpool & London & Globe, 
$555,000, London Assurance, $415,000, 
London & Lancashire, $452,000. These 
are all the companies writing over 
$400,000. 

There are 71 American and 34 for- 
eign companies doing business on the 
Coast, all of whom maintain Pacific 
Coast departments, with the exception 
of the Home, which is controlled from 
New York, and the Phenix of Brook- 
lyn and Prussian National which are 
controlled from Chicago. Many of the 
companies are jointly represented in 
the same managerial office, some of 
the managers representing as many as 
three or four companies. The San 
Francisco department managers have 
always shown an advanced interest in 
fire insurance economics and maintain 
organizations and investigations es- 
pecially devoted to educational work. 

The record of Pacific Coast losses 


for the past twenty-five years is as 


follows: 
{From the ‘‘ Coast Review.’’} 


Premiums. Losses. Ratio 
1904 .ccces $19.462,001 $7,695,399 39.0 
1908 wcccee 17,536,695 9,166,954 62.2 
1002 wcccce 15,766,631 6,135,183 38.9 
19001 cscece 14,995,504 5.292357 35.3 
1900 .cccce 11,840,975 9,187,516 43.9 
er 10,822,675 5,080.692 47.0 
1BUS ccesee 11,566,696 6,065,001 52.5 
1807 wcccce 8,738,211 4,196,329 48.0 ° 
1806 .cvcce 7,717,489 4,357,797 56.5 
1606 cccces 8,609,500 4,621,583 53.4 
i nn 10,474,057 5,198.227 49.7 


RBUS ccccse 11,412,818 4,890,915 42.9 
1603 .cccce 12,146.568 5.348.282 44.1 
ee 11.635.793 4,305,884 36.9 
1600 scccce 10.471.838 4,429,862 42.3 
198d cccece 9 662.575 $,027,335 83.0 
rn 8.557.922 3,989,480 46.6 
1GBs weccee 7.785.600 2,943,829 37.8 
SOOe casaes 7,144,565 3,646,627 51.0 
1885 ccccce 6,341,697 2,730,468 43.0 
1884 ...00. 6,373,976 2,351,787 36.9 
1883 ..ccce 6,057,473 2,655,051 43.8 
1882 coccee 5,534,519 2,719,938 49.1 
1881 .cccce 4,938,327 


1,750,755 30.5 
5.7 


1880 .eccee 4,655,172 1,673,344 35. 


THE CONFLAGRATION HAZARD. 


The efforts of underwriters in establishing con- 
flagration rates by adding a reasonable per cent. 
to the basis and the exposure hazard charges, to 
meet the additional hazard of conflagration is 
met by clients, solicitors, brokers and agents, 
with the assertion that New York, Boston, 
Chicago, St. Louis, Philadelphia, San Francisco 
and that class of well-protected cities are not 
subjected to a Baltimore conflagration. 

This class of prophets in Baltimore sang the 
same song about that good city. 

The board of trade, merchants’ associations, 
local agents’ local associations, real estate men, 
and other parties who have an abiding faith in 
the ability of their particular fire department 
to confine any one fire within any one block, or 
within five blocks, can show their good faith by 
offering to accept policies of insurance covering 
only against loss by fire originating in the block 
in which the insured property is located, or in 
either one of the four surrounding blocks, and 
until they do this, their declaration of faith in 
the non-existence of the conflagration hazard will 
be open to suspicion.— Fireman’s Fund Record. 
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SUCCESS OF EDUCATIONAL ORGANIZATIONS IN FIRE INSURANCE. 


The attempt of fire insurance organ- 
izations to devise formal technical 
courses in insurance instruction has 
not thus far been very successful. 
Upon the other hand the desire of 
junior officers and employees in the 
larger cities to improve their knowl- 
edge of insurance conditions and equip 
themselves better for the administra- 
tion of insurance affairs, has led to the 
successful inauguration of four insur- 
ance societies in New York, Chicago, 
Philadelphia and Boston. The oldest, 
that in New York City, has just cele- 
brated its fourth anniversary. The 
newest, in Boston, has just been 
started. That these organizations are 
needed is proven by the sustained in- 
terest in the New York society and 
the large enrollment under which the 
Boston organization begins its career. 

The main object of these societies is 
to furnish lectures or talks upon tech- 
nical and economic questions relating 
to insurance, and as their ranks con- 
tain the material for future man- 
agerial timber it is important that 
their work be developed along the most 
effective lines. Thus far each society 


has been working independently of 
the other, but, in our opinion, there is 
an opportunity for co-operation be- 
tween all for more effective results. 

If some common basis of under- 
standing could be reached between the 
four societies in the cities mentioned, 
the very best lecturers could be pro- 
cured on some important questions 
who could make a circuit of the four 
organizations, delivering the same 
lecture. By thus combining forces and 
financial resources the societies would 
be able to procure the best talent at a 
minimum cost. 

This plan of co-operation might ex- 
tend to the Insurance Institute of 
Toronto which has very much the 
same object as the organizations re- 
ferred to. Eventally, we have no 
doubt that we shall witness a national 
convention of educational insurance 
societies and institutes, for we by no 
means imagine that the work of these 
organizations is to be confined to the 
four cities mentioned. Steps are now 
being taken to organize a ‘‘Fire Un- 
derwriters’ League”’ in Cincinnati for 
educational purposes. 


FIRE INSURANCE RECORD FOR SIX YEARS, 1898-1904. 


(Compiled for the Journal of Insurance Economics from the Reports of the New York 
Insurance Department.| 











Number of Unearned Fire Premiums Fire Losses Loss 

Date. Companies. Assets. Surplus. Premiums. Received. Paid. Ratio, 
1898.. 162 $299 366,000 $109,199,000 $103,227.000 

1899.. 164 303,851,000 103,514,000 109,367,000 $129,045,000 $85,727,000 66.5 
1900.. 161 310,105,000 106,093,000 115,110,000 140,652,000 89,102,000 63.3 
1901.. 146 320,446,000 104,545,000 129,004,000 157.608,000 93,083,000 59.0 
1902.. 145 340,397,000 109,347,090 139,747,000 175,504,000 97,951,000 55.8 
1903.. 147 363,866,000 121,264,000 151,170,000 196,533,000 96,834,000 49.3 
1904.. 144 379,948,000 124,052,000 164,158,000 212,391,000 131,094,000 61.7 
Increase in 6 years, $80,582,000 $14,853,000 $60,931,000 

Total for 6 Years cece ccccscccccccccccce secccscccccccccccssccs $1,011,733,000 $593,791,000 58.7 


In 1904 a diminishing number of companies 
wrote an increasing amount of premiums. In 
other words, 144 companies—twenty less than 
reporting to New York state six years ago— 
wrote $212,391,000 in premiums against $129,- 
045.000 six years ago. 

The above tabulation. from which this state- 
ment is taken will,we think, be found of great in- 
terest to fire insurance men. It shows that not- 
withstanding the great increase in losses paid,the 
ratio to premiums is less than it was in 1899 and 
1900. for premium income has increased im- 
mensely in the meantime. 

For the six year period the loss ratio is not 





abnormal, 58.7 per cent. Nevertheless this should 
not be taken as the basis of fire insurance earnings 
during that period, for there is the increase in 
unearned premiums to be taken into account, 
from which, however, might properly be de- 
ducted interest earnings at 3 per cent. for the six 
years on the avearge unearned premium, which 
would be $24,264,000. 

Taking into account all factors, the “ fire cost ”’ 
ratio for the six years would be about 62.4 percent. 
Allowing 35 per cent. for expenses, an estimate 
which is too low rather than too high, for most 
companies there would remain a profit margin 
of less than 3 per cent. for the six years trading, 
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CONTRIBUTION CLAUSE ADOPTED BY THE CHICAGO BOARD. 


FROM 


‘Tn consideration of the rate at which this 
policy is written itis expressly stipulated and 
made a condition of this contract that this com- 
pany shall be liable for no greater proportion of 
any loss than the amount hereby insured bears 
to eighty per cent. of the actual cash value of 
the property described herein at the time when 
such loss shall happen, nor for more than the 
proportion which this policy bears to the total 
contributing insurance thereon. If this policy 
be divided into two or more items, the foregoing 
conditions shall apply to each item separately.” 

On Oct. 1, 1904, the above clause, 
known as the “‘contribution clause,”’ 
replaced in Chicago the clause for- 
merly in use, known as the ‘‘co-in- 
surance clause.’’ In effect the two 
clauses are the same. In language, 
however, they are so different that 
much misunderstanding and confusion 
have resulted. We have frequently 
been called on for an explanation of 
the ‘‘contribution clause’’ and have 
used the following explanation with 
satisfactory results. 

The effect of this clause is to guar- 
antee that insurance will be carried 
equal to 80 per cent. of the value of 
the property insured. Such is the pur- 
pose of the clause, and it works that 
result and none other. The clause does 
not limit the amount of loss to be re- 
covered, provided sufficient (80 per 
cent.) insurance is carried. 

The contribution clause will be easily 
understood if the meaning of the words 
‘*no greater proportion’’ is firmly fixed. 

‘‘No greater proportion’’ does not 
mean ‘‘no greater amount.’’ ‘‘No 
greater proportion’ has reference to 
the proportion to be paid by each com- 
pany, not to the amount of loss to be 
recovered from all companies. If in- 
surance equal to 80 per cent. of the 
value of the property is carried, any 
loss (not exceeding the amount of the 
total insurance) can be collected. 


Take, for example, three illustrations: 
1. Stock value, $10,000. 
Insurance, eight $1,000 policies. 


Contribution clause provides that 
no company shall pay any greater 


A LEAFLET PREPARED BY CLARANCE S. 


PELLET. 


proportion of the loss than $1,000 
(amount insured under each policy) 
bears to $8,000 (80 per cent. of the 
actual cash value of property.) In 
this case each company pays one- 
eighth of the loss, and eight companies 
pay eight-eighths of the loss. 

Insurance would pay a loss up to 
$8,000. 

2. Stock value, $10,000. 

Insurance, nine $1,000 policies. 

Same clause (providing that no com- 
pany shall pay any greater proportion 
of the loss than $1,000 bears to $8,000). 
In this case each company pays one- 
ninth (which is a less proportion for 
each company than one-eighth); all 
companies together pay nine-ninths. 

Insurance in this case would pay a 
loss up to $9,000. 

3. Stock value, $10,000. 

Insurance, ten $1,000 policies. 


Same clause (providing that no com- 
pany shall pay a greater proportion of 
any loss than one-eighth). In this case 
each company pays one-tenth (a less 
proportion for each company than one- 
eighth); all companies together pay 
ten-tenths. In this case the insurance 
would pay any loss sustained, up to 
$10,000—the total value of the prop- 
erty’ 





If less than 80 per cent. insurance is 
carried, the full amount of any loss 
cannot be collected. 

Take, for example, two illustrations: 


1. Stock value, $10,000. 
Insurance, seven $1,000 policies. 


Same clause (providing that no com- 
pany shall pay a greater proportion 
than one-eighth). 

In this case each company would 
not pay one-seventh (a greater pro- 
portion than one-eighth) because of 
the provision in the clause that ‘‘this 
company shall be liable for no greater 
proportion of any loss than’’ ($1,000) 
‘*the amount hereby insured bears to”’ 
($8,000) ‘‘80 per cent. of the actual 
cash value of the property,’’ or one- 
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eighth. In this case, therefore, the 
clause operates to apportion the loss 
as if there was $8,000 insurance; each 
company pays one-eighth, all com- 
panies pay seven-eighths, and the 
assured contributes one-eighth. 

2. Stock value, $10,000. 

Insurance, six $1,900 policies. 

In this case, as in the preceding 
case, each company would not pay 
one-sixth (which is a greater propor- 
tion than one-eighth) because this 
clause provides that ‘‘this company 


shall be liable for no greater propor- 
fion of any loss than” one-eighth, 
viz., the porportion which the amount 
of the policy bears to 80 per cent. of 
the actual cash value. 

In this case, therefore, as in the pre- 
ceding case, the clause operates to 
distribute the loss among the compa 
nies exactly as if $8,000 insurance was 
carried. Each company would pay 
one-eighth, all companies would pay 
six-eighths, and the assured con- 
tributes two-eighths. 





MARCH MEETING OF THE WESTERN 


UNION AT PHILADELPHIA. 








WRITTEN FOR THE JOURNAL OF INSURANCE Economics By F. C. OVIATT. 








The purpose of the Western Union 
is to eliminate friction as far as pos- 
sible from the transaction of the fire 
insurance business in the western 
field. The meetings are commonplace 
and uninteresting, just in proportion 
to the completeness with which the 
objects of the organization are at- 
tained. Matters come up _ which 
posssess the element of friction. The 
governing committee considers them 
and the members talk about them in 
an informal way with more or less 
heat, for weeks preceding a meeting. 
Then they are all threshed over, some- 
times with a large amount of discus- 
sion and other times with a small 
amoung. 

When a meeting adjourns, inquiry 
of the secretary as to what was done 
with a certain topic which produced 
ante-meeting discussion, elicits the re- 
ply, ‘‘nothing,’’ or ‘‘referred to the 
governing committee with power to 
act.’’ So it generally is with a long 
catalogue of items which accumulate 
in the interim between meetings. 
They are talked over, a common view 
point obtained,- slight amendments 
made or the rule declared to be suffi- 
cient and that is all there is of it. 

The Philadelphia semi-annual meet- 
ing was one of these uneventful, suc- 
cessful and satisfactory occasions. 
Several questions were considered and 


adjusted without affording oppor- 
tunity for the newspaper men to do 
more than make a simple notation of 
something accomplished. It was a 
very harmonious meeting. Everybody 
seemed to be on good terms with 
everybody else, the business was done 
up in two days with no one over- 
worked. With the passing years, the 
Union is learning better and better 
each year how to handle its affairs, to 
handle them in such a way as to make 
for efficiency and yet attract little or 
no public attention. 

One thing stands out rather em- 
phasized at the Philadelphia meeting, 
namely, the increasing power of the 
governing committee, or perhaps it 
would be better to say the increasing 
deference paid to its judgment. The 
committee is absolute between meet- 
ings and the members of the Union 
are coming more and more to accept 
its recommendations as the best things 
to be done. 

This time, the governing committee 
made only three recommendations 
and each one of them was adopted. It 
recommended a change in the work 
and material clause, approving what 
is known as the Chicago form. It dis- 
approved of the Milwaukee form for 
tenants and sub-tenants. The disap- 
proved form in substance provides 
that the policy shall not be invalidated 
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by any act or neglect of any tenant or 
sub-tenant. 

There has been quite a good deal of 
discussion concerning this form and 
the action of the governing committee 
is in line of sound underwriting. To 
permit a man to insure his building, 
then rent it and provide for its sub- 
letting and permit the tenants to do 
just as they please, even to the extent 
of increasing the hazard, is against a 
sound underwriting policy, because it 
permits an increase of hazard without 
knowledge and without extra com- 
pensation. 

The third recommendation dealt 
with the future extension of the ter- 
Titory where the graded commission 
plan shall apply. Not a very long list 
of recommendations nor very radical 
in character. 

There was probably more talk at the 
meeting over the ‘‘Survey Bureau”’ 
than over any one thing. Ever since 
last fall, there has been talk that the 
Union would take over the Survey 
Bureau. Some have said that the lat- 
ter organization was so expensive that 
the companies back of it desired some- 
body to get under and help carry the 
burden. There are others who claim 
that as only a portion of the compa- 
nies were in, the other companies were 
getting something of value for which 
they did not pay. 

There have been rumors at several 
times that the absorption of the 
smaller by the greater was practically 
an accomplished fact. These reports 
were premature, possibly very pre- 
mature. After much talk the matter 
was sent back to the governing com- 
mittee with the expression of opinion 
that something ought to be done in 
the matter providing a department of 
inspections and surveys for the Union, 
but carefully refraining from binding 
the governing committee as to any 
particular methods of accomplishing 
the desired results. 

The question of specific and blanket 
insurance was considered and the 
conclusion was that the adoption of a 
uniforin rule as to cancellations was 


unsatisfactory, it being a matter for 
adjustment by the individual com- 
pany. Akin to this subject was that 
of non-concurrent policies. A commit- 
tee of Chicago managers will take up 
this subject and work out something 
for the companies to consider. 

The large cities committee which 
has had under consideration for some 
time the need for a reduction of ex- 
penses in excepted cities did not con- 
sider the time ripe for making any 
recommendation. Some one proposed 
to drop Milwaukee from the list of 
such cities and though this precipitated 
a consideration of large cities condi- 
tions, the matter went over without 
any definite action. 

The conflagration hazard was left 
with the governing committee per- 
mitting them to secure more inspec- 
tors so that the work of applying the 
charge may be carried forward more 
rapidly and more efficiently. There 
has been some thought in the minds 
of the managers that it might be well 
to make some changes in the rules 
governing sprinkled business, to assist 
in holding it against non-union or 
mutual competition. The conclusion 
reached was that the present rules 
were sufficient. There was nothing 
worthy of special mention in the 
legislative situation. The legislatures 
have begun to adjourn without enact- 
ing objectionable laws and the pros- 
pect is that the other legislatures are 
now so near their close that nothing 
particularly dangerous is to be ex- 
pected. Some other minor topics were 
up, which are not of enough import- 
ance to be considered in a review like 
this. 





CONFLAGRATION RESERVES. 


Thanks to the activities of the rating bureaus, 
which have not yet been surpressed by the legis- 
lative tinkers of Arkansas and other states, the 
charges for the risk of great fires have now been 
imposed in most locations where the greatest 
reason for it is found. But the provision for 
conflagration reserves is yet wanting. The 
‘‘ Chronicle” really considers this in many re- 
spects the most important feature and most to be 
regarded. If it be true as we believe that it is, 
that the present pro rata reserves contain a sufli- 
cient provision, this can only answer if the re- 
serve is to be availabe in event of conflagration. 
In other words, when there are conflagration 
losses, the excess losses should be allowed 
against this reserve within certain limits and this 
difference should be made good gradually, 
through five years or such a matter.—Chronicle. 
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GRADUATED PLAN TO MUTUALIZE THE EQUITABLE LIFE. 


All Policyholders to Have a Vote and to Elect Majority of Directors—Plan Will Not Become 
Complete for Four Years—Policyholders’ Committee Objects. 





A petition dated Feb. 2, 1905, and 
signed by nearly all the officers of 
the Equitable Life Assurance Society 
was presented to the board of direc- 
tors calling upon them, under the 
powers conferred by the company’s 
charter, to extend voting powers to 
every holder of a $5,000 policy, and, 
asking that further legal steps be 
taken to extend this voting power to 
all policyholders. 

The power to elect the board of di- 
rectors at present resides with James 
H. Hyde, his mother and sister, who 
control the majority ($51,000) of the 
$100,000 stock of the company. This 
stock is held in trust by James W. 
Alexander and others under a deed 
made by the late Henry B. Hyde, 
founder of the company. This trustee- 
ship expires in June, 1905, when James 
H. Hyde will become thirty years of 
age, and according to the plans of his 
father he is then to assume such con- 
trol of the company as may accrue 
through ownership of the stock. 

The plan to mutualize the company 
advocated by the majority of the 
officers, when presented to Mr. Hyde 
caused such opposition upon his part 
that another petition dated Feb. 7, 
also signed by the majority of the 
officers of the company, was presented 
to the directors opposing his re-elec- 
tion as first vice-president. 

The failure of Mr. Hyde to secure 
re-election would have meant the loss 
to him of an annual salary believed to 
be not less than $100,000. With this 


new phase of the struggle presented 
to him, Mr. Hyde’s opposition to the 
plan of mutualization moderated and 
his efforts were centered upon retain- 
ing his position as an officer of the 
company. Asa result, at the annual 
election held Feb. 16 all the officers 





were re-elected but the first steps 
towards mutualization were taken in 
the adoption of the following vote: 

Resolved, That in the opinion of the board 
the policyholders should be given the right to 
vote for directors, and that steps be taken for 
carrying this principle into effect at the earliest 
possible moment. 

Resolved, That Valentine P. Snyder, James 
W. Alexander, James H. Hyde, Gage E. Tar- 
bell, Cornelius N. Bliss, T. DeWitt Cuyler 
and Chauncey M. Depew, be appointed a com- 
mittee to arrange the details for carrying the 
step into execution, and in connection there- 
with the settlement of the allied question of in- 
demnification of stockholders, and report to the 
board at a meeting to be called by the chairman 
for the purpose, at the request of the committee, 
not later, however, than Wednesday, April 
12, 1905. 

It seems probable that had there 
been no issue over the election of Mr. 
Hyde the owners of the majority stock 
might, by concentration upon a single 
issue, have prevented the adoption of 
any resolution for mutualization. If 
the petition of the other officers for 
Mr. Hyde’s removal was a tactical 
move to insure mutualization then it 
was certainly successful. 

On March 14 the special committee 
appointed under the above resolution 
issued the following statement: 

New York, March 14, 1905. 

The special committee of the board of direc- 
tors of the Equitable Life Assurance Society, 
consisting of James W. Alexander, Cornelius 
N. Bliss, T. DeWitt Cuyler, Chauncey M. De- 
pew, James H. Hyde, Valentine P. Snyder and 
Gage E. Tarbel!, unanimously 

Resolved, At a meeting held today, to recom- 
mend to the board of directors that the charter 
of the society be forthwith amended so us to 
confer upon the policyholders the right to elect 
a majority of the board of directors; namely, 28 
out of 52. 

Such action was taken with the express con- 
sent and approval of Mr. Hyde and the repre- 
sentatives of the majority of the capital stock of 
the society. A meeting of the board of direc- 
tors has been called for next Tuesday, March 21, 
1905, whan the committee will submit to the 
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board the amended charter as prepared by 
counsel. 

At a meeting of the directors March 
21 the report and recommendations of 
the committee were adopted. Under 
this plan four years will elapse before 
the policyholders will come into con- 
trol of the company, as they will when 
they are able to secure twenty-eight 
out of fifty-two directors. Thirteen 
new directors are chosen each year. 
At the next election seven will be 
chosen to represent policyholders and 
six will be elected by the stockholders. 
Similar elections will take place for 
three succeeding years and at the end 
of that time the full complement of 
twenty-eight policyholders’ directors 
will be installed, with twenty-four rep- 
resenting the stockholders. Holders 
of policies less than one year old will 
not be privileged to vote. 

As to the merits of this plan, it can 
be said in the first place that it re- 
moves any question as to the sale and 
purchase price of the stock for which 
it is said Mr. Hyde claimed large sums. 
It became manifest that any attempt 
to sell this stock beyond a reasonable 
price represented by the 7 per cent. 
guaranteed income, would not only 
cause a scandal but probably be 
prevented by the legal action of 
policyholders for whom the surplus 
has been accumulated and by whom it 
is owned. 

The scheme for gradual mutualiza- 
tion, covering a period of four years, 
may involve an understanding on the 
part of the directors that Mr. Hyde is 
to continue as vice-president at his 
present salary until the transfer of 
control is completed. If such an ar- 
rangement has been made it can only 
be upon the theory that Mr. Hyde, his 
mother and sister, are entitled to a 
pension for that period in view of the 
service to the company of the com- 
pany’s founder. 

Henry B. Hyde died in 1899 at the 
age of 65, at least ten years before his 
natural time. He wore out his life be- 
yond question in the service of the 
company, and by his death deprived 


his family of the income earned from 
the Equitable as is chief executive offi- 
cer. If $100,000 per annum was his 
earning power and his life was short- 
ened ten years or more by his arduous 
services, it does not seem to us un- 
reasonable that the policyholders of 
the company should indemnify his 
family against loss for that period. 
Upon this theory alone can the direc- 
tors justify the continuance of James 
H. Hyde as vice-president at a salary 
approximating $100,000, for Mr. Hyde 
is not qualified by his insurance at- 
tainments to occupy such an office or 
to earn such asalary. Between now 
and the time when policyholders come 
into control he may be able to demon- 
strate such capacity. 

In the meantime a committee of 
policyholders of the Equitable Life, 
consisting of well-known New York 
men, has been working to secure the 
co-operation of policyholders in pro- 
moting the plans for mutualization. 
This committee has taken the ground 
that no adequate relief for the present 
situation can be obtuined except 
through the legislature at the present 
session, and it is securing and will 
present petitions to the New York 
legislature requesting the passage of 
an act giving the policyholders of the 
society the right to vote and making 
them eligible for the board of direc- 
tors. 

This committee has announced its 
determination to oppose the mutual- 
ization of the company on the grad- 
uating plan adopted by the directors 
and under which Mr. Hyde will retain 
control until the expiration of four 
years. They purpose if possible to 
induce the superintendent of insur- 
ance to withhold his approval of the 
charter amendment adopted by the 
directors, an approval which is neces- 
sary before it can be put in force. The 
committee has announced its purpose 
also to adopt every possible expedient 
to secure immediate mutualization. 

The plan agreed upon by the special 
committee and adopted b y the direc- 
tors evidently represents a comprom- 
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ise. At the outset Mr. Hyde and those 
behind him stood opposed to a ma- 
jority control by policyholders unless 
heavily indemnified for the loss which 
he believed he would thus sustain. 
The ‘‘reformers,’’ on the other hand, 
stood for absolute mutualization. Had 
there not been a compromise there 
would undoubtedly have been a se- 
rious and disastrous contest between 
the two forces. Indeed if the policy- 
holders’ committee persists in its de- 
termination, such a contest may still 
occur. It is tobe regretted that im- 
mediate mutualization could not have 
been agreed upon, but perhaps the 
compromise measure, under the pe- 
culiar conditions existing will tend to 
promote the best interests of the com- 
pany and save it from the disastrous 
effects of internal warfare. 

It may be asked what will happen 


during the four year period of transi- 
tion, a period not too short for ill-dis- 
posed people to seriously injure the 
company. A safeguard against that 
contingency is the aroused and con- 
tinued watchfulness of the company’s 
policyholders, careful oversight of 
state insurance departments and the 
absolute legal ownership of the sur- 
plus by the members of the company 
which will enable them at any time, 
by quick legal process, to frustrate 
any action on the part of any officer 
of the company to interfere with or 
endanger the policyholders’ interests. 

The policyholders should support 
and maintain a properly constituted 
committee, entirely independent of in- 
fluences at the home office, for the 
purpose of watching and safeguarding 
their interests during this important 
period of transition. 





NEW YORK DEPARTMENT ON EQUITABLE SITUATION. 





The publicity attendant upon the 
movement to transform the Equitable 
Life Assurance Society from a cor- 
poration, the management of which is 
in the control of the shareholders, to 
one in which the voting power is also 
vested in the policyholders, makes it 
appropriate, if not essential, for this 
department to outline its views upon 
the subject which is of so great an in- 
terest, not only in this state, but in 
every part of the United States and 
throughout the world. 

This company was organized in 1859 
under the general life insurance law 
(chapter 463, laws of 1853), which re- 
quired that every such company should 
have a capital stock of at least $100, - 
000. This was obviously intended as a 
protection to the policyholders during 
the inceptive period of the company’s 
existence against financial danger. It 
was never contemplated that this 
amount of capital stock should become 
the arbitrary owner of the interests 
and property of the holders of policies 
issued on the mutual plan, especially 
when the company should deliberately 


adopt the mutual policy plan almost 
exclusively as the Equitable did at the 
very outset. 

The recent action of its board of 
directors declaring its opinion that the 
right to vote for directors should be 
given to the policyholders has excited 
deep and widespread interest. Their 
action is as yet incomplete, a commit- 
tee having been appointed to arrange 
the details for carrying the plan of 
mutualization into effect, to be passed 
upon at a subsequent meeting of the 
directors; but the public information 
of the agreement that such action is 
to be taken has given general satisfac- 
tion. 

Inasmuch as the directors have 
committed themselves to this praise- 
worthy course, it is nof necessary at 
this time for this department to inter- 
fere, but I deem it of the first import- 
ance to the company itself as well as 
to its policyholders and to the public 
that the steps inaugurated should be 
prosecuted with all possible expedition, 
and that the desired result should be 
secured without qualification and 
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limitation, so that whatever agitation 
and uncertainty exists to disturb the 
minds of the policyholders and intend- 
ing applicants, should be set at rest. 
As long as the matter remains un- 
settled, however, now that it has been 
publicly raised, disquiet and unrest 
will continue. 

No legal difficulty appears in the 
way of immediate final action. The 
property rights of the stockholders are 
limited by the charter to an interest 
dividend of 7 per cent. per annum. 
The exercise of the present power to 
elect directors by the stockholders 
constitutes an important and respon- 
sible trust, which has, legally speak- 
ing however, no money value. 

Besides the express power conferred 
upon its directors contained in article 
IV of its articles of incorporation, it 
is clear that under section 52 of the 
insurance law the directors may, by 


a majority vote, order the filing of an 
amended charter carrying out proper 
plans of matualization. This power 
to so amend under said section of the 
insurance law was exercised and the 
privilege more liberally extended to 
the policyholders to vote in the elec- 
tions of it directors, notably in the 
case of the Germania Life Insurance 
Company, which was organized in 1860 
under the identical law under which 
the Equitable was incorporated. 

Said amendments in the direction of 
mutualization were adopted by the 
directors of the Germania Life Insur- 
ance Company and the charter as 
amended filed in this department ac- 
cording to law, having been approved 
by the then attorney-general of the 
state on May 29, 1901. 

The feasibility of such a step has 
therefore been demonstrated. Its jus- 
tice and wisdom are beyond question. 








HOW THE COLUMBIAN NATIONAL LIFE DOES ITS BUSINESS. 








The Journal of Insurance Economics 
has freqently had inquiries relative to 
the plans and methods of the Colum- 
bian National Life Insurance Company 
of Boston. At its request, Mr. Samuel 
Davis of this city has recently made an 
investigation of the company’s busi- 
ness. We publish elsewhere his conclu- 
sions as to the results of such inquiry. 
For the convenience of our readers we 
briefly summarize the conditions as 
ascertained by Mr. Davis: 

The Columbian National was incor- 
porated by specialact in June, 1902, 
began business the following Septem- 
ber. Ordinary, industrial and frac- 
tional premium insurance is trans- 
acted. The company puts up the full 
legal reserve according to the Massa- 
chusetts standard. Its capital stock 
is now $200,000 paid in and its surplus 
$228,284. The intention is to increase 
the stock to $1,000,000. 

Purchasers of policies in the ordin- 
ary department are given an optionof 
purchasing one share of stock in the 
insurance company for each $5,000 of 


insurance taken. Under these options 
the first distribution of stock will be 
made in May, 1906, viz: 8,000 shares of 
$100 each. These options have been 
given at prices ranging from $125 to 
$200 a share. 

Money to finance the Columbian 
National is obtained from the ‘‘ Ameri- 
can Agency Company’ ’incorporated in 
New Jersey with a capital of $10,000. 
It has a thirty years’ contract with 
the Columbian by which it pays all 
the insurance company’s expenses and 
receives in return the expense loading 
on the policies. Under this plan the 
Agency company has from the begin- 
ning been called upon to pay over 
much larger sums of money than it 
received from the insurance company. 
The ‘‘Agency Company”’ therefore 
pledges its contract for the expense 
loadings of the insurance company to 
a corporation called the ‘‘ American 
Investment Securities Company”’ 
which pays cash for these assignments. 

The ‘‘American Investment Com- 
pany,’’ therefore, is the actual source 
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of the money necessary to conduct the 
business of the insurance company 
before its surplus is big enough to 
stand the strain of first year’s ex- 
penses. The Investment Company is 
a Maine corporation capitalized at 
$5,000,000, of which 430,000 shares are 
common and 70,000 shares preferred 
at $10 par value. 

In some instances purchasers of life 
insurance are sold common stock in 
the securities company instead of 
options on the insurance stock. In- 
vestment company stuck is being sold 
above par at from $13 to $15 per share. 
The Investment Company obtains the 
funds for its transactions through the 
sale of its own stock. 

The surplus of the life insurance 
company is produced by the saving on 
mortality, the excess of interest earned 
over the reserve requirement and the 
premium derived from the sale of its 
own stock. 

After the Columbian had been in 
operation about a year the Massachu- 
setts department made a thorough ex- 


amination of its affairs and found that 
strict regard was being paid to the in- 
surance laws of the state and that the 
reports to the department were cor- 
rectly made. 

The experience of this new stock 
company organized and conducted 
under Massachusetts laws is being 
watched with interest by all life men, 
particularly those in any way con- 
nected with other Massachusetts com- 
panies. The reports of the Columbian 
to the insurance department show a 
remarkable growth for the brief period 
of its existence. If this ratio of growth 
is maintained for a few years the 
Columbian National will take its place 
in the front rank of companies. 

If it is successful it will refute two 
statements for some time current in 
life insurance circles: First, that a 
new company could not be successfully 
launched in these high pressure days, 
and second, that it must make use of 
the first year preliminary term device. 

For comment and conclusions upon 
these facts we refer to Mr. Davis’ ar- 
ticle. The author of that article has 
the confidence of the publisher and we 
believe bis conclusions can be trusted 
for their impartiality. 





HOW MEDICAL EXAMINERS AND AGENTS CAN CO-OPERATE. 








Dr. Brandreth Symonds, medical 
director of the Mutual Life, says that 


approximately 200,000 appointments 
as life insurance medical examiners 
are made in the United States and 
Canada, but as many of the men hold 
two or more appointments the real 
number of examiners, he says, is prob- 
ably about 50,000. He makes, further- 
more, the interesting assertion that 
the regular life companies divide about 
$5,000,000 annually among these men. 

These facts are taken from the in- 
troduction to Dr. Symond’s ‘‘Life In- 
surance Examinations,’’ a manual pre- 
pared for medical examiners. It con- 
sists of a series of lectures at the 
Belleview Hospital Medical College of 
New York, and is virtually a book ad- 
dressed to young medical men outlin- 
ing the duties and responsibilities of 
life insurance medical examiners. 

Upon the question of the relation 
between examiners and agents Dr. 
Symonds has this to say: 


The relations between the agent and the ex- 
aminer are antagonistic and at the same time 
identical. They are antagonistic because any 
agent, no matter how honest he is, thinks 


naturally tbat all bis cases should be passed at 
once, while the examiner is occasionally obliged 
to tell him that some of them are geese and not 
swans. No man enjoys being told this and yet 
the agent feels at times as if the examiner went 
out of his way in order to be irritating in the 
telling. The doctor forgets that the agent has 
worked hard, perhaps months, on a case and 
will have to work still longer and harder before 
he can deliver the policy. Policies do not grow 
onevery bush, but have to be sought for and 
tended with care in order to make sure of the 
ripe fruit. In this pursuit an examiner can be 
of assistance without in any way lowering his 
dignity and incidentally he can benefit himself 
without harming the company. Until an ex- 
aminer learns the golden mean between antago- 
nism and sympathy in his relations with the 
agents, he is very apt to adopt one or the other 
extreme tothe harm of proper insurance. On 
the one hand he regards with suspicion every 
agent and apparently begrudges him the time 
and energy needed to make anexamination. On 
the other hand his sense of duty may become 
more and more blurred, for the company is re- 
mote and impersonal, and the agent is the only 
personal and influencing representative with 
whom he comes in contact. His sympathies 
may, therefore, lean more and more towards the 
agent, until at length he losses sight of his obli- 
gation to the company, and becomes in the 
hands of an unscrupulous agent a serious men- 
ace. Most examiners learn to reconcile these 
conflicting interests, but only after considerable 
experience. How mucia better and quicker they 
get that knowledge if they obtain it first from 
the experience of others. 
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A NEW EXPERIMENT IN LIFE INSURANCE ORGANIZATION, 





How the Columbian National Life of Boston is Trying to Overcome the Obstacles of Net 
Valuation. 





WRITTEN FOR THE JOURNAL OF INSURANCE ECONOMICS BY SAMUEL DAVIS. 


The Columbian National Life Insur- 
ance Company began writing in Sep- 
tember, 1902. From the beginning a 
phenomenal business has been trans- 
acted and competitors have not ceased 
to question how it is accomplished, 
and to allege all sorts of dire conse- 
quences to all concerned. Many have 
assumed that the insurance commis- 
sioner of Massachusetts should forth- 
with interdict its further operation 
and have criticised the insurance de- 
partment quite severely for not doing 
so. The Journal of Insurance Eco- 
nomics has asked the writer to make 
an impartial and searching examina- 
tion of all matters in connection with 
the company that he could obtain ac- 
cess to and report to the Journal. 

For years it has been supposed that 
under present rigorous conditions 
surrounding life insurance a new 
company could not be successfully 
launched in Massachusetts, by any 
means which would appear reasonable 
to business men, who would have to 
put up the money. It would require 
the absolute gift to the company of a 
surplus many times larger than the 
amount of the capital stock. The 
moment the company should begin 
operations the surplus would begin to 
disappear, and the more business, the 
less surplus. Competitors would at 
once make use of this fact to prevent 
the securing of further new business 
and the prospect for the new company 
would be anything but bright. 

Such were the possibilities which 
existed when William Butler Wood- 
bridge, then New England manager 
for the Bankers’ Life Insurance Com- 
pany of New York, concluded to start 
a new company. Mr. Woodbridge had 
the advantage of owning the agency 
plant of the Bankers, so that when he 
obtained his charter he already had a 


basis to work from in obtaining ap- 
plications for insurance. 

Great business sagacity was dis- 
played in obtaining for his associates 
such prominent business and profes- 
sional men as Winslow Warren, Hosea 
A. Knowlton (then attorney-general 
of Massachusetts), Francis Peabody, 
Jr., Julian Codman and others who 
became the incorporators and direc- 
tors of the Columbian. The late Mr. 
Knowlton was the advisor of the in- 
surance commissioner, and therefore 
intimately acquainted with the play 
of action and re-action constantly go- 
ing on between the companies, under 
the supervision and regulation of the 
insurance department, and the statutes 
which prescribed the duties for all 
parties. His assistance was of the 
greatest value when the plans of the 
Columbian were being made, and he 
successfully guided the corporation 
through the dangers and difficulties 
of the statutory requirements. 

The novel methods devised to enable 
the Columbian to operate without im- 
pairing its reserve or diminishing its 
surplus have aroused much interest 
and no little criticism. The stock 
capital of the Columbian instead of 
being owned by individuals is owned 
almost entirely by the American In- 
vestment Securities Company. 

Here, however, the connection be- 
tween the two corporations ends. Not 
a dollar of insurance company money 
is in any way involved with the 
Securities company; the latter might 
go out of business tomorrow without 
in the least affecting the assets of the 
insurance company. At this point the 
only difference between the Columbian 
and other stock life insurance compa- 
nies is that in other instances, individ- 
uals (as in the case of Mr. Hyde), own 
the stock, while the controlling inter- 
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est in the Columbian is in the hands 
of acorporation. There is not of neces- 
sity, any reason why larger dividends 
would be paid in the one case than in 
the other. 

How is the Columbian able to buy 
such large quantities of new business 
without exceeding the provisions of 
the expense loading? It is well known 
that a majority of the established 
companies are unable to accomplish 
this feat and are obliged each year to 
draw upon surplus to make up the 
deficit. 

The Columbian has a contract with 
another corporation, the American 
Agency Company. This company pays 
the agents’ commissions and all the 
Columbian expenses, and in return 
receives the expense loading for a 
period of thirty years. In the early 
years of the Columbian’s business the 
Agency company will need to pay out 
much more than the amount of the 
loading which it receives in return, but 
it expects to recoup itself after a time 
by a relaxation of the initial pressure 
incident to launching a new company. 

This American Agency Company is 
simply a general agent incorporated. 
There is no more reason to suppose 
that a corporate general agent will be 
excessively recompensed for its work 
than an individual would be. 

Much confusion has arisen in the 
minds of the critics of the novel ar- 
rangement of the Columbian’s machin- 
ery, through failure to properly dis- 
criminate between the three corpora- 
tions. The Columbian Life is a stock 
compavy whose stock is owned by a 
‘‘sorporation”’ instead of individuals, 
and which obtains it business from a 
‘‘corporate’’ general agent. 

There is nothing in this arrange- 
ment to indicate either that the 
Columbian will pay more dividends to 
stockholders than if following the 
more familiar methods, or that its 
business will be procured more ex- 
pensively than would be the case with 
time honored customs. 

In the course of business the assets 
of the American Agency Company are 





not large enough to enable it out of 
its own resources to pay for all the 
business obtained. As fast as the in- 
surance is written the Agency com- 
pany assigns to the American Invest- 
ment Securities Company its rights 
under the contract with the insurance 
company and receives cash therefor 
with which it compensates the agents. 
The sworn statement of the insurance 
company shows, by the way, that first 
year’s commissions do not exceed 45 
per cent. of the premiums; so that the 
Agency company seems to be doing 
a conservative business. 

A fair criticism right here might be 
made as to whether it is desirable to 
have the vice-president and manager 
of the insurance company also its 
general agent. For, of course, the 
American Agency Company is Mr. 
Woodbridge. But this is probably 
compelled by the necessities of the 
case. 

I must confess that I admire the or- 
iginality and ingenuity of the plans 
here outlined. I cannot see where 
they can be successfully assailed or 
said to be inadequate to accomplish 
the end in view, the establishment of 
a new company with unimpaired re- 
serves. While the net valuation laws 
are in force, some way must be found 
to put a new company on its feet, un- 
less the state is to say virtually that 
no more companies shall be organized. 

From an insurance standpoint we 
have no concern with the ultimate 
fate of the American Investment Se- 
curities Company. It seems to me 
that if any disaster were to overtake 
one of these allied corporations that 
the loss would fall upon the purchas- 
ers of the $5,000,000 of common stock 
of the Investment Securities Company. 
This corporation obtains its funds to 
buy the Agenvy company’s assign- 
ments by the sale of its own stock to 
the general public. The stock is sold 
at a premium, so that the Investment 
Securities Company must obtain large 
profits from somewhere to make good 
the expectations of its stockholders. 

Inasmuch as the $1,000,000 stock of 
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the Columbian will, when issued, rep- 
resent actual cash paid for it, there will 
be no opportunity to pay an abnormal 
dividend on it, and the Investment 
Securities Company can therefore 
only realize an ordinary return on its 
investment. 

There is this point, however; the 
Columbian stock is now offered in 
options at 200. The Investment Se- 
curities Company must keep adding to 
its holdings and it will be interesting 
to know at what rate its purchases 
will be made. If made at par its re- 
turn in dividends will be dorble those 
received by the ordinary investor. 

In summarizing it may be said that 
the methods thus devised to inaugurate 
a new life company under the strict re- 
quirements of Massachusetts laws, af- 
ford the most interesting experiment of 
recent years. Under the most favora- 
ble conditions the Columbian must be 
held to bean experiment untilit grows 
large enough and old enough to have 
acquired a sufficient basis for the 
operation of averages; and to show to 
prospective insurers sufficient attrac- 
tiveness in stability and equitable 
practices to draw their patronage. 
Time alone will suffice for this latter 
showing. 

If the American Investment Se- 
curities Company should decline to 
make additional advances before the 
insurance company becomes self-sup- 
porting, if is easy to see a tight place 
for the Columbian. If the brilliant 
genius of the whole affair, Wm. Butler 
Woodbridge, should break his connec- 
tion with the three corporations, there 
would be little prospect for the suc- 
cess of the insurance company. But 
the eminent men of national reputa- 
tion who make up the directorate of 
the Columbian are also directors in 
the Investment Securities Company. 
Mr. Woodbridge is in all three. So 
that, barring legislative interference, 
there is every likelihood of all three 
corporations enjoying a common pros- 
perity. 

It is absurd to say that four classes 
of dividends are to be derived from 





the sole earnings of the insurance 
company. 

There are but two classes of div- 
idends: dividends to stockholders and 
dividends to policyholders. The stock- 
holders’ dividends go to the American 
Investment Securities Company; the 
American Agency Company gets the 
general agents’ compensation and is 
no added drain upon the company. 
So far as this arrangement is con- 
cerned there is the same possibility 
for policyholders as in any other stock 
company. 

In conclusion I can see no greater 
possibilities for mal-administration in 
the case of the Columbian than in any 
other stock company. I adhere to the 
Massachusetts preference for mutual 
companies. The possibilities arising 
from stock control have been rather 
vividly illustrated recently in the case 
of two companies—a small one and a 
giant. It does not seem reasonable to 
me that a great business made possible 
only by the co-operation of the policy- 
holders who furnish all the funds 
should be owned absolutely by an in- 
dividual or a corporation in the same 
sense that I own my personal property. 


PRUDENTIAL’S WISCONSIN CONTROVERSY 
SETTLED. 

The controversy between Insurance Com- 
missioner Host of Wisconsin and the Prudential 
Insurance Company of Newark has been settled, 
and a license to that company issued. In 
securing this license the company has acceded to 
the commissioner’s request for a reduction of 
its deposits in banks and trust companies in 
which it is directly interested, and has also 
furnished a financial statement showing the con- 
dition of the Fidelity Trust Co., the latter being 
satisfactory to the commissioner. 


SAFEST SYSTEM OF SAVING. 


Life insurance is the safest system of saving. 
It is the best and easiest. It is the safest, be- 
cause in a properly selected company it is backed 
by the greatest resources. It is the best, be- 
cause it adapts itself readily to the varying 
wants and needs of the people. It is the easiest, 
because the payments are moderate, and regular 
and because the incentive to continue the pre- 
miums is stronger than the incentive to make 
continuous bank deposits, and because of the 
agent behind the policy.—National Messenger. 
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THE AGENCY DEPARTMENT AND WHAT IT ACCOMPLISHES. 


HENRY C. LIPPINCOTT BEFORE THE UNIVERSITY OF PHILADELPHIA, 


The business of the agency depart- 
ment is to get business, and it is indis- 
pensable. 'The past development of in- 
surance has changed the work of the 
agent in some respects. Speaking 
broadly, itis no longer necessary (as 
it once was) to persuade men to ap- 
prove insurance, for its wisdom, ex- 
pediency, and necessity are now ad- 
mitted. But men have still to be 
moved to do what their judgment ap- 
proves; procrastination must be over- 
come, as ever; the variety of policies 
is large, and the question of form and 
amount is serious and not wholly easy; 
moreover, competition is active, and 
the agent finds a part of his work in 
defining and upholding the advantages 
of his particular company. 

In time past, newspapers have ar- 
gued that if insurance were made at- 
tractive enough the public would come 
in without persuasion; but the best 
ingenuity and effort of the ablest actu- 
aries have been expended upon at- 
tractiveness of contract, and yet men 
will not come unsought. Even if they 
did come, and if there were no agents, 
so many branch offices all over the 
country would be required to perform 
the work of filling out the papers and 
making the medical examinations 
that although the form would be 
changed the labor and expense of get- 
ting men in would not all be saved. 

The agency department must begin 
as soon as the company begins, and 
must grow with its growth, for agency 
operations are the source and condi- 
tion of that growth. At its head, of 
course, is a superintendent, with as- 
sistants, and it branches out over the 
field occupied. There may be a sys- 
tem of general agents, each having 
his geographical field which he works 
and manages, subject to the central 
office and dealing directly with it; or 
there may be branch offices in the 
largest centres, issuing policies direct, 





sharing some of the powers of the 
home office yet governed by it; or 
there may be a combination of both; 
the rule of compensation may be a 
commission, or salary, or both, etc. 
There is no hard or uniform rule. In 
these matters of detail each company 
follows its own plan, guided by its 
own and others’ experience, aiming 
only at the most effective results; but 
the agency system in some form is in- 
tegral and permanent—it is the force 
which moves and makes the rest. 

For many years and in many com- 
panies the general agency system has 
had the preference. Under it exclusive 
territory is granted, and the agent is 
responsible for the development of his 
field, being required to produce and 
maintain a volume of business deemed 
reasonable by his company, and to 
this end employing sub-agents and 
others, for whose conduct he is an- 
swerable. Such general agent derives 
a pecuniary benefit from all business 
obtained within his district, no matter 
from what source derived, as, for in- 
stance, voluntary applications from 
those not solicited to insure. Perman- 
ence is its chief merit, enabling one to 
reap where he has sown; and, in turn, 
permanence adds to standing, makes 
for character, and secures the most 
creditable representation. 

Latterly this system is being aban- 
doned by the larger companies. Ex- 
clusive territory does not exist with 
them. An agent is free to get business 
any where, reporting direct to his com- 
pany without any intermediary. This 
change has been in the interest of vol- 
ume of business, permitting the em- 
ployment of an indefinite number of 
agents; but it may be questioned 
whether the quality of the business has 
been maintained, the probability be- 
ing that it has deteriorated in propor- 
tion to the number of untried and ir- 
responsible solicitors thus introduced. 
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INTERESTS EARNINGS ON MEAN HOLDINGS OF SECURITIES. 


Classification of Rates Earned—Percentage of Mean Assets Represented in Uninvested Funds. 


In view of the widespread public 
discussion of life insurance invest- 
ments, we believe that the readers of 
this magazine will be particularly in- 
terested in examining the tabulation 
on the opposite page showing the 
classification of the investments of 
leading companies. The classification 
of investments is as follows: 

Bonds and stocks, 

Loans and mortgages, 

Real estate, 

Loans on collateral and policy reserves, 

Cash in bank and office. 

In obtaining the rate of interest 
earned the last two items are com- 
bined, but it can be stated as a general 
proposition that cash in the bank 
earns about 2 per cent. on the aver- 
age, while the collateral loans to 
policyholders earn at least 5 per cent. 
and sometimes 6. 

We find in the first place that the 
general rate of interest in all compa- 
nies in 1904, 4.60 per cent., is but one 
point less than in 1903 and one point 
more than in 1902, so that we may 
conclude that interest rates during 
the past three years have been main- 
tained at a substantial level. 

Taking up the classified securities 
in detail it is found that on bonds 
and stocks there has been a slight fall- 
ing off in 1904, two points from the 
ratio of 4.36 in 1903. Turning to mort- 
gage loans we find, on the other hand, 
that there has been an increase quite 
perceptible in the rate of earning 
from 4.78 in 1903 to 4.84 in 1904. 

The gross earnings of real estate 
show a falling off of six points from 
5.78 in 1903 to 5.72 in 1904. A similar 
falling off is noticeable in the interest 
earnings on all other securities from 
4.43 in 1903 to 4.39 in 1904. A com- 
parison of interest earnings on each of 
these classes for the past ten years 
can be made from the table published. 

Some of the large companies which 
hold extensive investments in the 


stocks of trust companies and banks 


have been criticised recently for their 
connection with these institutions. 
The classification ‘‘Bonds and Stocks’’ 
does not show a separation of these in- 
vestments, but it is common knowl- 
edge that the Mutual and the Equita- 
ble Life are very largely interested in 
investments of this description*, 
while their leading competitor, the 
New York Life, has no investments 
in stocks. 

Noting this circumstance, therefore, 
it is at least interesting to state that 
the interest earnings of the Equitable 
and the Mutual on their stocks and 
bonds is higher than that of the New 
York Life, tending to show that so 
far as interest earnings is concerned, 
the ownership of these stocks does not 
affect the interests of policyholders 
adversely. 

It may be said that these companies 
place high values upon these stocks, 
but the higher the value they place 
the less the rate of interest shown in 
the report, so that it is not likely that 
the companies would value them so 
high as to bring down their rate of in- 
terest to compare unfavorably with 
other companies. In other words, the 
rate of interest would tend to work 
automatically to prevent an over val- 
uation of these stock investments. 

In view also of what has been said 
recently relative to the deposits of 


life companies in trust companies and 
banks in which they are interested, we 
have asked Mr. Brown to prepare the 
following tabulation showing the per- 
centage of cash in bank and in office 
held by the twenty-eight companies 
included in the table: 


Per 
Mean Uninvested Cent. 

Ledger Funds to 
Companies. Assets. Dec 31,1904. Assets. 
ZEtNA. cece ee $67,298,186 $7,076,623 10.50 
Berkshire..... 12.687 ,209 544,845 4.30 
Conn. General. 4,933,166 137.740 2.79 
Conn. Mutual. 63.066 452 1,166.761 1.85 
Equitable ..... 371.$29,321 22,651,667 6.09 
Germania..... 32,056.998 811.699 2.53 
HOMeC 0c cccces 15.364.723 332,300 2.16 
Jobn Hancock 28 222,503 892.297 3.16 
Manhattan ... 17,139,402 405,012 2.36 


*Mutual Life Owns stocks valued at #73,252,000; 
the Equitable $54,264,000. 
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Per 
Mean Uninvested Cent. 
Ledger Funds. to 

Assets. Dec. 31,1904. Assets. 
Mass. Mutual. 33,340,005 938 860 2.82 
Metropolitan . 113,424,435 7.323.373 6.46 
Mutual ....... 393,483,189 17,973,160 4.57 
Mutual Benefit 86.501,.720 1,172,330 1.36 
National ..... 28,506,001 818.507 2.87 
New England. 34,691,234 449,948 1.29 
New York.... 362,828.420 17 694,109 4.88 
Northwestern.  180,761.550 3.588 037 1.98 
Penn Mutual. 62.299 017 925.821 1 49 
Pheenix Mut.. 17,085,123 449.979 2.63 
Prov. L. & T. 50.788 ,578 74.978 0.15 
Prov. Savings. 6.794.087 488,257 7.19 
Prudential ... 76 386,283 6,832,683 8.94 
State Mutual. 22.720.254 427,799 1.88 
Travelers .... 32,572.922 1.066.214 3.24 
Union Central 39,393 983 137.292 0 35 
Union Mutual 10,085,962 70,977 0.71 
United States. 8,368,446 411,156 4.91 
Washington... 16,687,347 1,767,149 10.59 
Totals, $2,189,216,516 $96,629,553 4.41 


An examination of the above per- 
centages discloses some interesting re- 
sults and shows that the three giant 
companies all maintain invested assets 
in excess of the average held by other 
companies: the Equitable 6.09, the 
Mutual 4.57 and the New York Life 
4.88, an average for the three compa- 
nies of 5.17 against an average for all 
the other companies of 2.77 per cent. 
Itis noteworthy also that as compared 
with 1903 the ‘‘three giants’’ have re- 
duced their uninvested assets some 
$10,000,000, indicating apparently a 
purpose to reduce holdings of this 
character to more normal proportions. 





SENATOR DRYDEN’S BILL TO ESTABLISH NATIONAL SUPERVISION. 








A Review of Its Provisions with Its Probable Results. 








Following President Roosevelt’s ref- 
erence to the desirability of national 
control over interstate insurance 
transactions, a bill has been intro- 
duced by Senator John F. Dryden of 
New Jersey, designed to carry out the 
suggestion contained in the president’s 
message. We do not mean by this 
that Senator Dryden’s bill represents 
the President’s ideas as to how na- 
tional supervision shall be established, 
for there is another measure with the 
same object, previously introduced, 
known as the Morrell bill. This latter, 
however, was not wholly satisfactory 
to insurance interests. The Dryden 
bill represents, as we understand, 
what the life insurance companies 
hope and expect to accomplish in the 
line of legislation upon this important 
question. 

Mr. Dryden’s bill is almost elemen- 
tary in its scope and is apparently de- 
signed to secure the desired recogni- 
tion of insurance as an article or in- 
strumentality of commerce. It is pro- 
posed to amend the act of Congress es- 
tablishing the department of com- 
merce and labor. Under that law 


there was created a ‘‘bureau of cor- 
porations’’ and Mr. Dryden’s bill pro- 


poses that there shall be a division of 
insurance in charge of a superinten- 
dent to be appointed by the President 
by and with the consent of the Senate, 
said superintendent to hold office for 
four years. It is also provided that 
there shall be an actuary and an as- 
sistant superintendent, together with 
special agents, clerks and other em- 
ployees to be appointed by the secre- 
tary of commerce and labor. None 
of these officers or employees are to be 
interested directly or indirectly, other- 
wise than as a policyholder, in any in- 
surance corporation, assuciation or 
partnership. 

The amendment declares that ‘‘pol- 
icies of insurance are hereby deemed 
to be articles of commerce and instru- 
mentalities thereof’’ and that insur- 
ance across state lines is ‘‘deemed to 
be transactions in inter-state or for- 
eign commerce.’’ It is provided that 
the law shall not apply to corporations 
doing business within a single state or 
to any “‘religious or charitable, bene- 
volent or purely fraternal society or 
association.”’ 

After the passage of the act it is 
provided that every company doing 
inter-state insurance shall within 
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sixty days file a copy of its charter 
and a certified copy of its financial 
statement, together with a certificate 
of authority to do business in the 
state, territory, district or foreign na- 
tion wherein the company’s head 
offices are located. Upon doing this 
the company must deposit with the 
United States Treasury United States 
bonds or other satisfactory securities 
to the amount of $100,000 unless the 
same sum has been deposited with the 
insurance department of the locality 
in which the company maintains its 
head office. 

When these conditions are complied 
with the superintendent of insurance 
shall issue a license granting authority 
to transact inter-state business in all 
parts of the country, each company 
appointing in each state in which it 
proposes to do business a person upon 
whom process of law may be served. 
Reports of financial condition are to 
be rendered annually to the depart- 
ment on the 15th day of January or 
within sixty days thereafter, on such 
form as the superintendent may pre- 
scribe, said reports to be published 
and submitted to Congress. The su- 
perintendent of insurance may, ac- 
cording to his discretion, make ex- 
aminations of companies reporting to 
his department and whenever they 
are found insolvent or unsafe their 
license shall be revoked unless the 
deficiency is made up witbin sixty 
days. 

The proposed law provides also that 
the superintendent may fix fees and 
establish rules, regulations and re- 
quirements for conducting the busi- 
ness of his division not inconsistent 
with the law, including the methods 
and forms of making annual reports. 
It also provides that in the case of 
discriminating action by foreign coun- 
tries against American insurance com- 
panies, retaliatory burdens shall be 
placed upon the insurance companies 
from those countries doing business in 
the United States. 

It will be seen that this bill does not 
supersede state departments so far as 


local supervision is concerned. On 
the contrary, such departments are 
specifically recognized. The bill rep- 
resents but an opening wedge, its 
chief purpose being apparently to de- 
clare insurance commerce and provide 
a simple method by which insurance 
companies of good standing can cross 
state lines for business purposes as a 
“right’’ and not as a privilege. 

This bill will not be considered until 
the next session of Congress. If passed 
in its present form it will mean that 
national supervision at Washington 
is to be built from the ground up. If 
the law is effective it will mean that 
all the burden and complexity of state 
supervision will collapse except as to 
the supervision of the different states 
over the corporations domiciled within 
their borders. It will mean that New 
York companies can do business in 
Massachusetts absolutely free from 
Massachusetts supervision, and under 
a national law which practically de- 
fines no methods of operation and es- 
tablishes no rules of equity or prac- 
tice. 

In all probability such a bill cannot 
pass Congress without opposition, for 
there are many who believe that if 
there is to be supervision at Washing- 
ton it should be of a type correspond- 
ing at least with the best form of state 
supervision now in vogue, and thata 
complete structure based upon such 
kind of supervision should be reared 
in Washington at the start. Other- 
wise it is feared that laxity of practice 
may creep in which, under the present 
system of state supervision such as is 
maintained in Massachusetts, cannot 
prevail, for it is a well-known fact 
that many practices in insurance are 
prevented by the desire of companies 
to maintain their standing in Massa- 
chusetts and to secure the state’s cer- 
tificate of authority. 

So far as this journal is concerned 
we believe that when supervision is 
established at Washington it should 
be of the best character, developed 
from the present knowledge of the 
advantages and defects of state super- 
vision, and that those who are selected 
to supervise this vast and important 
branch of commerce should be em- 
inently qualified for their work and 
liberally paid, so liberally paid, in 
fact, that there shall be no question 
as to the moral independence and in- 
tellectual quality of the supervision 
exercised. 
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THE GENERAL AGENT IN LIFE INSURANCE IS NOT PASSING. 


Denial of the Claim That the Salaried Manager Will Take His Place. 


WRITTEN FOR THE JOURNAL OF INSURANCE ECONOMICS BY GEORGE W. VAN FLEET. 


Much has been said the last few 
years in support of the branch office 
system which is now being operated 
by several prominent life insurance 
companies. The most important ar- 
ticle which has recently appeared in 
print was contributed by John B. 
Lunger, vice-president Travelers In- 
surance Company, Hartford. 

In all fairness, I fai] to see where 
any really strong argument has yet been 
made in defense of this system, or why 
the well-known general agency sys- 
tem should be abolished. In the first 
place it has not been proved that the 
new system has made any advance 
over the old, from a standpoint of 
economy of management or in any 
other way. On the contrary, recent 
statistics show that the companies 
operating under the salary plan, or 
branch office system, have a larger 
ratio of expense than the majority of 
the companies operating under the 
general agency system. 

The most important advantage 
claimed is that it might give the com- 
panies a better opportunity to more 
closely organize territory and handle 
a larger number of agents in a cer- 
tain field. This may be true to a 
certain extent, yet it is not soin the 
main. The only reason that can be 
shown why some companies have 
changed from the former system to 
the new is that they were not making 
a success of the general agency sys- 
tem. Their failure was not due to any 
fault of the system, but rather to the 
agency contracts in operation under 
that system. These contracts were 
not such as to enable the management 
to properly organize territory and se- 
cure business on an economical basis; 
hence, some kind of a change was 


necessary. 

A careful investigation proves that 
the agents with the largest average 
yearly income are representing the 


companies giving the best results to 
policyholders. They are all working 
under commission contracts through 
‘‘general agencies,’’ and the compa- 
nies operated thereunder have no idea 
of departing from the plan. 

The new system has not been in 
operation long enough to prove any- 
thing. No life insurance scheme can 
long succeed where agency contracts 
are not made on a basis which will 
attract men of ability, energy and 
character, who will demand proper 
compensation for the highest possible 
service. The company which renders 
the most valuable service to its policy- 
holders and to the public is the one 
that in the future looks most care- 
fully into the contracts of its agents, 
whether it be the ‘‘general agent’’ 
or the ordinary solicitor. 

All contracts should be on a com- 
mission basis with reasonable first 
year and renewal commissions, with 
provision that if the agent remains in 
the company’s service for a reasonable 
length of time, he will acquire his re- 
newals, and can do as he pleases with 
them, in the same manner as the 
policyholder acquires certain interest 
and advantages by paying his premi- 
ums to a certain period. An agent’s 
ability and energy are his capital. 
Why should he be deprived of its con- 
trol, and not allowed to do as he 
pleases with it? This he can not do 
under the salary system of manage- 
ment. 

To my mind there is very close re- 
lationship between the policyholder 
and the agent. Their interests are 
very much the same. The policyholder 
gives the company his annual pre- 
mium each year with a view to cer- 
tain returns which he expects to re- 
ceive at certain periods. In event of 
his death certain sums are paid to his 
beneficiary, or his estate. The agent 
likewise gives the company his ability 
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and energy, which is the equivalent of 
money and he should have the same 
protection and advantages given the 
policyholder. This can only be fairly 
and honestly arrived at by paying 
both the ‘‘general agent’’ and the 
solicitor a commmission with partic- 
ular attention given to renewals. 

Arguments have been made by those 
using the salary system that under 
this method they can keep more 
closely in touch with agents. I fail to 
see wherein that is true, as many lead- 
ing companies operating under the 
general agency system are daily in 
touch with their agents and are 
directly or indirectly doing all in their 
power to promote their interests. The 
chances for promotion under the gen- 
eral agency system are better because 
of the joint interest existing between 
the agent and the general agent, where- 
as the salaried manager has very little 
interest beyond his monthly salary. 

My personal experience shows me 
that the highest class of life insurance 
men, who know the value of renewals 
and who are interested in the business 
from a permanent standpoint, are un- 
willing to consider contracts on a 
salary basis. The time is not very dis- 
tant when companies will find it diffi- 
cult to secure the services of ex- 
perienced and successful men on 
salary. With a few slight improve- 
ments, particularly regarding renew- 
als, the general agency system can be 
made an ideal one. I predict that 
more time in the future will be given 
by the officers of companies to perfect- 
ing this system. 

AsI have said, only those who have 
failed in their efforts to operate a gen- 
eral agency system are now advocat- 


ing the salary plan. At the same time 
I do not hesitate to say that no com- 
pany has yet made a complete success 
of the general agency system. But 
those who have determined to con- 
tinue along these lines and improve 
conditions from time to time are the 
companies which will, in the future, 
be able to effect permanent organiza- 
tions and gather around them a class 
of agents who go into the business to 
stay, remaining faithful to their com- 
pany because the longer they remain 
the larger their income will be, an in- 
come which can only be increased by 
efficient services. 

The same conditions affect the agent 
and the “‘general agent’’ alike. Their 
interests are the company’s and vice 
versa. A great many of the leading 
companies are operating under the 
general agency system and have no 
thought of departing from it. With- 
out any proof that it would be any 
advantage to make any _ radical 
changes, I do not see wherein it is 
wise of a well established mutual com- 
pany to make a change, which would 
defeat the mutual purposes of its or- 
ganization. 

Most life insurance companies are 
mutual in more ways than one, and 
they cannot be managed along the 
same line as commercial institutions. 
Our business is separate and distinct 
in many ways from other lines and 
should always remain so. 

I predict the general agent will 
remain a permanent fixture in life in- 
surance for years to come. He will, I 
believe, in the very near future have 
much to say about the management 
and the system under which his com- 
pany will operate. 








POLICYHOLDERS RIGHTS IN MASSACHUSETTS MUTUAL COMPANIES. 








Now that the question of the policy- 
holders’ right of voting is being dis- 
cussed it may be well to call attention 
to the following condition of the Mas- 
sachusetts insurance law governing 
the voting powers of members in mu- 
tual companies: 

Every person insured by a domestic mutual 
life insurance company shall be a member en- 
titled to one vote, and one additional for each 
five thousand dollars of insurance in excess of 
the first five thousand dollars, and shall be noti- 
fied of its annual meetings by written notice or 
by an imprint in the form prescribed in section 





forty, upon the back of each policy, receipt or 
certificate of renewal. 

Members may vcte by proxies dated and exe- 
cuted within three months, and returned and re- 
corded on the books of the company seven days 
or more before the meeting at which they are to 
be used; but no person shall, as attorney or 
otherwise, cast more than twenty votes, and no 
officer shall himself, or by another, ask for, re- 
ceive, procure to be obtained or use a proxy to 
vote. 


It will be seen that by this law 
policyholders may vote in person or 
by proxy, the dangers of the proxy 
system being held in check by the 
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limitation of proxies to a_ three 
months’ period by the necessity for 
recording them upon the books at the 
company’s office seven days before 
the annual meeting and by the limita- 
tion of not more than twenty votes to 
one preson as well as the positive pro- 
hibition upon the procurement of 
proxies by officers of the company. 
Under this system an unsatisfactory 


and inadequate management can be 
deposed by the policyholders. At the 
same time it would be difficult for a 
clique of policyholders, acting with 
special self-interested designs, to in- 
jure the company as a whole bya 
raid. 

Voting by policyholders at its best 
has its dangers, but the Massachusetts 
law greatly reduces those dangers. 
The limitation of a policyholder’s right 
to vote in person only would, no doubt, 
tend to put the control in the hands 
of a few; therefore the right to vote 
by proxy is necessary, but the proxy 
should be carefully limited and should 
not be permitted for extended periods, 
nor should the officers of companies 
be allowed to collect and hold them 
for their own advancement, as is too 
frequently done even with some of our 
largest and best known companies. 

A so-called ‘‘mutual’’ company which 
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$2,000,000.00 


: 


Capital, 
Assets, 

1,756,869.65 
3,756,869.65 
3,047,233.46 


Surplus, 

Surplus to Policyholders, 
Reinsurance Reserve, 
Losses Paid since Organiza- 


53,972,773.70 


tion, 





can be controlled absolutely by one 
man holding a large number of proxies 
made out in his name is not mutual in 
fact, and the power thus represented 
is fraught with almost as much danger 
as the control of a majority of the 
‘“‘stock’’ in a company operated upon 
the ‘‘mutual’’ plan like the Equitable 
Life. It depends upon the man in 
control. If he be morally and intel- 
lectually honest, the danger is small; 
if not the danger is great. 








( Promises Pleasingly Placed ) 


In Union Mutual policies. Modern contracts, 
convincingly arranged, with insurance guaran- 
tee, rights and values completely set forth be- 
fore mention of premium rate. Lengthy expla- 
nations unnecessary—every feature plain and 
simple. Easy to understand; quick to sell. 


Union Mutual Life Insurance Co. 
PORTLAND, MAINE, 
«. RicHarps, President. 
ArTHUR L. Bates, | tce-P resident. 
Always a place for active agents who hold 
ousiness writien. 


RED | 














Apply to either Epson D. Scorietp, Suft., 180 
Broadway, New York City, or THORNTON CHASE, 
{ Supt., 84 Adams St., Chicago, Ills. y 
THERE IS 


ALWAYS A GOOD OPPORTUNITY 
FOR A GOOD MAN 


The Mutual Life 


INSURANCE COMPANY OF NEW YORK 


ITS REPUTATION INSURES SUCCESS FOR 
THE INTELLIGENT AND ACTIVE AGENT 
_ You are invited to apply for information upon this sub- 
ject to 
GEORGE T. DEXTER, 
Superintendent of Domestic Agents, 
32 NASSAU ST., NEW YORK CITY. 


SUN 


INSURANCE OFFICE 
OF LONDON. 


FOUNDED 1710. 
United States Branch: 
54 PINE STREET, NEW YORK. 


Western Department: 
171 LA SALLE ST., CHICAGO. 


Pacific Department: 
215 SANSOME ST., SAN FRANCISCO. 
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WHAT IS FRICTION IN LIFE INSURANCE? 











RICTION is what it costs the company in expense and depreciation during 
F a given period. It is the proportion of gross income in a life insurance 

company which disappears from the accounts during a given period after 
payment: to policyholders and appreciation in assets (including reserve) have 
been considered. It is not cost of management alone, nor depreciation in asset 
valuation alone, but both combined. 

As a general test of results, this is better than any other method, inas- 
much as it recognizes all elements of management—cost of getting business as 
well as financial skill. After all, what the policyholder desires most to know is 
aggregate results, not particular results on special items. Those companies 
which can, in their general management, keep the item of ‘‘friction’’ at a low 
point, must of necessity produce the best results for policyholders. The ques- 
tion of how they do it is of secondary importance. 
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UBERTO C. CROSBY, 
UNITED STATES MANAGER ROYAL EXCHANGE ASSURANCE. 


TES MANAGER OF THIS IMPORTANT CORPORATION CON- 

ADE BY LONDON MAN: R E. B. HILES THAT THE 

UNDERWRIT J IN THIS COUNTRY, TEMPORARILY DIVERTED UNDER A PREVIOUS MANAGE- 
*-MENT, WOULD BE ENTIRELY CHANGED. MR. CROSBY IS A MAN WHO, BECAUSE OF HIS EXCEP- 
TIONAL EXPERIENC HIS INTE CE N UNDERWRITER AND HIS PERSONAL TRUSTWORTHI- 
NESS, WILL COMMAND IN THIS POSITION THE CONFIDENCE OF AGENTS AND COMP OFFICIALS 
ALIKE. THE NEW MANAGER OF THE ROYAL EXCHANGE HAS HAD NEARLY FORTY YEARS OF 
PRACTICAL FIRE INSURANCE EXPERIENCE, BOTH AS AN OFFICE MAN AND AS A FIELD REPRESENTA- 
TIVE COMING IN CLOSE CONTACT WITH LOCAL AC INTERESTS. IN NEW ENGLAND HE HAS 
MADE A NAME FOR HIMSELF WHICH IS CONSPICUOUSLY KNOWN THROUGHOUT THE TERRITORY. 
HIS CONTRIBUTIONS TO FIRE INSURANCE ADVANCEMENT, ESPECIALLY ON FIRE PREVENTION AND 
SCHEDULE RATING, HAVE BEEN NOTABLE IN THE EXTREME. IN FACT, MR. CROSBY HAS ALWAYS 
BEEN FOUND UPON THE SIDE OF PROGRESSIVE IDEAS IN THE BUSINESS. HE WAS ONE OF THE 
FIRST STOCK UNDERWRITERS TO APPRECIATE AND STUDY IN A PRACTICAL WAY THE ADVANTAGES 

OF AUTOMATIC SPRINKLER PROTECTION. 





